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DUCTION DURING DEPRESSION: THE 
EXPLANATIONS REVIEWED 


JOHN K. GALBRAITH AND JOHN D. BLACK 
Harvard University 


E tendency of agriculture in modern economic society to 
maintain a high level of production in depression periods 
has never failed to receive attention at such times. In 

earlier periods economists were inclined, in accounting for it, to 
stress the importance of fixed charges in the farm business. In the 
twenties, the most popular explanation ran in terms of a futile 
attempt of farmers to offset falling prices by working harder and 

* The following data show the course of the physical volume of production in eight 
important sectors of the economy from 1929 to 1933. The low agricultural pro- 
duction of 1932 and 1933 was in considerable measure due to droughts in these 


years. Herds of livestock were near or at their all-time peaks, but pastures had been 
dry since 1930, and feed supplies were somewhat short by 1933. 
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producing larger supplies. This explanation has also frequently 
been advanced in the recent depression, commonly as a warrant 
for public programs of production control. Since 1933, however, 
we have seen a new type of argument take the forefront of the 
stage, namely, certain important differences in the competitive 
structure of industry and agriculture. Perhaps millions of farmers 
in the United States have already heard talk at meetings of the 
“price rigidities” of industry. The authors propose to add three 
other explanations to the foregoing: namely, certain physical or 
technological peculiarities of agricultural production which may 
inhibit response to price changes; the presence of greater or lesser 
degree of subsistence production in agriculture; and reduction in 
depressions of the prices of important cost factors; and then un- 
dertake to appraise these several lines of thought. The differences 
in competitive structure between agriculture and industry will be 
treated very briefly in this connection—from the point of view of 
traditional analysis they are an explanation of industrial rather 
than of agricultural behavior. The explanation in terms of fixed 
charges will be elaborated into a rather full statement of the 
behavior of agricultural costs during depression. No attempt will 
be made at quantitative measurement or statistical verification. 
It must suffice at this stage merely to formulate the preliminaries 
to a working theory. 

The phenomenon of high-level agricultural production during 
the depression is worth examining if only from the standpoint of 
understanding agriculture itself; but it must also be considered a 
possible clue in the analysis of the parts of the economic system 
which have a contrary pattern of behavior. Thus if industry had 
performed as did agriculture after 1929, there would have been 
no severe depression—at least if we regard the volume of real 
income as one of primary measures of prosperity and depression.’ 
Or, to turn the proposition around, had agriculture behaved as did 
industry, the depression would have been much worse. 

Much of what follows is already familiar in one form or another 
to thoughtful students of the economics of agriculture. The dif- 


Gottfried von Haberler, Prosperity and Depression (League of Nations, 1937), 
p. 166. 
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ficulty is that it has not been integrated sufficiently with the gen- 
eral body of economic thinking, so that they and other students 
of economics talk about it in common language. The task before 
the authors is therefore fully as much one of exposition as of 
analysis. 

I 

Two matters of a preliminary sort must be cleared up at the 
outset. In the first place, in terms of conventional equilibrium 
analysis, the factors which cause agriculture to maintain its out- 
put must have to do with the supply curve. Certain popular dis- 
cussion runs in terms of a “‘stable’’ demand for agricultural prod- 
ucts during depression, which is met in turn by a stable flow of 
supplies. But such an argument is tenable only if the demand is 
effective in maintaining stable prices. Actually farm prices tend 
to fall more quickly and farther than the prices of other products; 
it is in face of this that supplies tend to remain fairly constant, and 
hence our analysis has to do with the supply price of farm prod- 
ucts. 

In dealing with the supply curve we must keep forcibly in mind 
at all times that we are dealing with a curve of aggregate agricul- 
tural output. Much of the confused discussion of supply responses 
of the last four years has arisen from simple failure of the exposi- 
tors to state whether they were speaking of one product or all 
farm products; or even failure to separate the two ideas in their 
own minds. For most individual farm products the evidence is 
that their output is highly responsive to price changes if a little 
time is allowed for adjustment. In fact, if there is anything note- 
worthy here it takes the form of ready response more often than 
the opposite. But if the response in question is that of the total 
output of a given group of farms, then it is indeed slow. It is with 
the explanations of this latter type of response that this article is 
concerned. 

Point has also been made frequently of a tendency of agricul- 
tural output to respond more freely to expansion than to contrac- 
tion stimuli. Again, if it is individua: products that are in ques- 
tion, there is not much to support this view, except where the 
land has a limited use so that reducing the output of one crop 
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must mean reducing total output. But if aggregate agricultural 
production is intended for the nation, or a region, or a type-of- 
farming area, then careful statistical analysis may well show that 
the expansion response is the readier. But this article deals with 
contraction rather than expansion responses. 


II 


The five explanations of depression-maintained agricultural 
production listed above can now be clearly understood as per- 
taining to the aggregate output in periods when the price stimuli 
would be expected to induce contraction. The first explanation to 
be considered relates to certain physical or technological peculiari- 
ties of agricultural production. These can mostly be included 
under two heads: (a) a long production period and (6) the “ac- 
cidental”’ effects of weather. The most obvious consequence of 
both of these is that farmers cannot adjust their production 
programs promptly or certainly to changing prices. The long pro- 
duction period means that crops sold in 1921 were partly pro- 
duced in 1920 and were partly planned in 1919; and the livestock 
products sold in 1921 may have begun their progress toward the 
market several years before 1919. Only a part of the expenditures 
could be reduced after prices fell. In the case of cattle, sheep, and 
orchard products in particular, the period of production must 
always therefore be an important factor preventing prompt re- 
sponse to price changes; but even in the case of annual crops the 
rotation systems into which they may fit have somewhat the 
effect of an extended production period. With the time of market- 
ing some distance ahead, agricultural producers may also be will- 
ing to take a chance that prices will improve by that time. A 
good deal has been made of the argument that producers in all 
lines take present conditions as their guide to the future.* Some 
statistical evidence indicates that farmers plan individual crops 
partly on this basis.‘ But it is also reasonable to suppose that 


3 See, e.g., J. M. Keynes, The General Theory of Money, Interest and Employment 
(1936), pp. 147 ff. 

4L. H. Bean, “‘Farmers’ Response to Price,” Journal of Farm Economics, 1929, 
pp. 368-85. 
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many operators look upon depression-period prices as exceptional 
or abnormal. In the last depression in particular they may have 
looked upon the 1924-29 period as “normal” and likely to be re- 
stored in a year or two. It is to be noted that the force of this 
explanation of agricultural behavior during depression will dimin- 
ish as the depression continues. 

The most significant effect of weather uncertainties on produc- 
tion is that fundamental price changes, such as might be caused 
by shifts in demand for agricultural products, are at all times con- 
cealed or exaggerated by the large fluctuations resulting from 
year-to-year differences in growing conditions, so that farm opera- 
tors are not able to foresee them and adjust for them. Accus- 
tomed to these more or less violent year-to-year swings in prices, 
even in normal “business weather,” they tend to ignore in their 
production plans the sharper price movements of the early years 
of a depression. 

It is likewise important that when the agricultural producer 
sets forth to lessen his output because of lower prices he has no 
assurance that good growing weather may not offset the effect of 
his employing less labor or fertilizer or planting fewer acres.’ If 
the use of fertilizer showed a marked decrease during depression 
without affecting output per acre, then we might conclude that 
the maintenance of farm production was in some part a physical 
or yield phenomenon in the early years of the depression. As a 
matter of fact, fertilizer consumption did show a sharp decline 
during the depression. Consumption for the country as a whole 
in 1929 was estimated at 8.1 million short tons and in 1930 at 8.2 
million short tons. The comparable figures for 1931 and 1932 were 
6.3 and 4.4 million short tons. Slightly more than half of all the 
fertilizer is used in six southern cotton- and tobacco-growing 

SIn 1929 the total harvested acreage was 357.8 millions. In 1930 it was 357.5 
millions. Winter wheat acreages seeded in 1930 and 1931 exceeded the 1929 acreage. 
In 1930, 1932, and 1933 the acreage seeded to spring wheat (excluding durum) 
exceeded the 1929 acreage. The harvested corn acreage was greater for each of the 
years 1930-33, inclusive, than for 1929. The cotton acreage (as of July 1 of each 
year) showed a moderate decline from 1929 to 1932 (data from U.S. Department of 
Agriculture, Yearbook of Agriculture, annual issue). 

6 Estimates of Bureau of Agricultural Economics (see ibid.). 
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states.’ Yet per acre yields of neither cotton nor tobacco clearly 
reflect this decrease in fertilizer consumption. The average yield 
of the acres in cotton on July 1, 1929, and the nine years preceding 
was 196 pounds. The average yield of the acres in cotton on July 
1 of 1931 and 1932 was 190 pounds. Yields in 1932 were below 
those of 1931, but compared favorably with the average. In the 
high fertilizer-consuming states, yields of tobacco in 1931 were 
above the 1919-28 average. However, in 1932, the year of lowest 
fertilizer consumption, yields were generally below the predepres- 
sion average.® 

It is clear from the foregoing that farmers did take steps to 
reduce production by reducing the input of at least one well- 
defined prime cost factor—precisely the sort of curtailment which 
would be expected to reduce marginal costs.’ A curtailment of 
factor use of the same order in nonagricultural enterprise would 
have resulted in most cases in a clear-cut reduction in output; in 
many cases there is a known function relating the input of any 
factor and the output, given the technical situation in the indus- 
try and the input of other factors. In crop production there is no 
certainty of such an effect in any one year because of variable 
weather. Curtailing of feed input has a much more definite effect 
upon output of livestock products, but farmers producing their 
own feed tend to utilize it regardless of prices. As will be sug- 
gested later, this is an even stronger tendency when they produce 
their own feeding-stuffs with their own labor and that of their 
families. 

There can be little doubt, it appears, that peculiarities of 
production period and exposure to weather variabilities do tend 
to delay the response of agricultural output to price declines in 
depressions; and this is entirely aside from any effects upon the 
cost curve as such. Nevertheless, one would not care to attribute 

7 North Carolina, South Carolina, Virginia, Georgia, Alabama, and Mississippi. 

8 Yield data based on estimates of the Bureau of Agricultural Economics, Year- 
book of Agriculture. 

9It is not implied, however, that the decrease in use of fertilizer was entirely 
voluntary. Doubtless many farmers were simply unable to finance its purchase in 


1931 and 1932. Some of the failure of yields to decline was no doubt due to effects 
of residual fertility of former applications and to shifting to new or rested fields. 
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the major difference between the output behavior of farm prod- 
ucts and that of (say) steel in primary measure to these circum- 
stances. Were these removed, it is doubtful indeed if depression 
would bring a withdrawal of factors of production from agricul- 
ture comparable in any way with that which occurs in industry. 


III 


In the statistics of agricultural production in recent years 
around 15 per cent of the value of net agricultural output has 
commonly been assigned to consumption by the households of 
the farms on which it is produced."® Obviously this 15 per cent, 
or whatever more than this that a better job of valuation would 
report, is likely to be a more stable physical volume than that 
which is produced for market. But how stable is it during a de- 
pression? And how large a factor is it in the maintenance of total 
output at such times? Clearly its importance is not great, but a 
few aspects of it are somewhat interesting to explore. 

Production for home use must respond chiefly to changes in 
costs during a depression period. The marginal utility of a given 
output, in the absence of substitution, may be assumed to be 
unaffected by depression. To the extent, however, that subsist- 
ence production can be substituted for purchased supplies, its 
isolation from market influences will be lessened. It is a matter of 
common observation that the last depression caused many farm- 
ers to increase their reliance upon their own foodstuffs. And the 
farm population increases more rapidly than usual at such times 
because of a checking or reversing of the farm-to-city migration. 

Now take the case of a product partly consumed at home and 
partly sold. Is it to be assumed that the fact of subsistence pro- 
duction will stabilize its output as a whole during depression? 
The prices of marketed products of course change, and unless the 

© Average of 1924-29. The basis of the valuation employed in such estimates is 
what these products would sell for wholesale at the farm. Of course if buying them 
at a store in town is a real alternative—and obviously it is in many instances—then 
retail-buying prices are truer bases of valuation: and in any case the importance of 


this part of agricultural production is much greater to the agricultural economy 
as such than any ordinary economic valuation will indicate. 
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decrease in price is exactly balanced by increases in the marginal 
utility of money, or lowered costs of feed and other supplies, there 
will be a clear inducement to alter the scale of production of this 
part of the output." The combined result will in general depend 
on the shape of the marginal-cost curve of the marketed output 
and its new position in relation to the depression prices, and on 
the other factors influencing the depression scale of production 
discussed elsewhere in this paper. 

But this is not quite all. Some of the marketed production is 
subsidiary to family consumption in the sense that it is a surplus 
which insures an adequate family supply. In this case no problem 
of marginal cost in relation to price is present; the supply will de- 
pend solely on the “insurance” or surplus factor which the family 
thinks necessary. The supply marketed will be insulated from the 
effects of price. On the other hand, there is a possibility that some 
market production will be maintained during depression at the 
expense of the family consumption. If we assume the marginal 
utility of a given consumption of farm produce to remain a con- 
stant, then an increase in the marginal utility of money which 
more than offsets the decline in the price of produce will cause 
market sales to displace home consumption. It is fair to suppose 
that during depression such high fixed annual charges as interest 
and taxes may thus magnify the increase in the marginal utility of 
money to many farm families.” 

Obviously, this consequence would not follow in the case of 
cotton, tobacco, wheat, and the other great staples which are used 
not at all or but little in their original form for farm consumption. 
Likewise, it would have but little importance for the farm on 
which commercial production considerably exceeds the produc- 
tion withdrawn for subsistence; and these two descriptions cover 
the great bulk of agricultural production. 


11 See below, p. 313. 

” On the other hand, everyone in contact with farm communities during the de- 
pression has heard the remark that some product is “not worth selling” and so is 
being consumed at home. In these cases the increase in the marginal utility of 
money failed to compensate for the decrease in the price. 
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IV 


We may next examine what is doubtless the most popular lay 
explanation of maintained agricultural production—that the 
farmer instead of reducing production because of lower prices 
may actually seek to increase it because of the higher marginal 
utility of his diminished income. In the common expression, he 
works harder to ‘“‘make up”’ for the lower price he is receiving for 
his product. Mr. Harrod has put this argument in precise terms 
as follows: 


In a general recession the capitalist’ producer is confronted with a worsen- 
ing of the terms on which he can dispose of his output He meets the 
fall in demand by restricting the quantity of goods he attempts to sell; he 
restricts as far as is necessary to maintain marginal revenue at an equality 
with marginal cost. 

But the non-capitalist producer reacts in a different way. He sees the re- 
duction of demand as a reduction in the power of his labor to acquire the 
goods he wants by exchange. It is analogous to a weakening of his own power 
to produce. Our analysis does not show that this is likely to lead to a restric- 
tion of activity. On the contrary, if the hypothesis that there is an inverse 
relation between the power of work and the level of work is correct, he will 
increase. Now a great part of agricultural production is non-capitalistic. 
.... Consequently we should expect agricultural production to be main- 
tained in a depression.“ 


The same argument can be stated more elaborately by assum- 
ing that the schedule of the marginal disutility of different inputs 
of self-employed labor and management is a constant in good 
times and bad. During a depression the utility of each unit of 
money return for an increment of effort at the margin increases, 
but lower prices of course mean that there are fewer units of 
money return for the marginal increment of effort. If the in- 
creased utility of money more than compensates for the diminu- 
tion in units of return, then the expenditure of effort will be in- 
creased during depression. If, on the other hand, the increase in 
the utility of money is less than the decrease in the unit return, 
the expenditure of effort will be diminished. As we have noticed, 

3 “Capitalist” in the sense that he is the owner of the means of production and 
employs those who make use of them. 

“4 R. F. Harrod, The Trade Cycle (Oxford University Press, 1937), pp. 32-33- 
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the presence of fixed money charges will magnify the increase in 
the utility of money and may outweigh the discouragement from 
the diminished number of units of return for additional expendi- 
ture of effort. But it is important to notice that the process here 
described may not, and perhaps typically does not, lead to an 
increased physical input of factors. The farmer is frequently in a 
position where he can use more of his own labor in substitution 
for factors which he would need to purchase for cash. Precisely 
the same motives which would lead him to work harder in order 
to obtain additional cash would lead him to work harder to avoid 
cash expenditure. But whereas the physical output—other things 
being equal—will always be increased in the first case, this may 
not result in the second, and output may even be diminished. 

The advantage of this formulation is that it breaks the depres- 
sion determinants of the farmer’s behavior into the components 
which actually manifest themselves. In simple language, if the 
farmer is more influenced by his need for increased money revenue 
he will increase his own expenditure of effort. If he is more im- 
pressed by the meagerness of the return he will decrease his ex- 
penditure of effort. This carries the matter a step beyond the 
movement of income at which Mr. Harrod leaves it, and casts 
some doubt on his hypothesis that a diminution of return to the 
self-employed operator leads to an increased expenditure of ef- 
fort. And, more important, the increased effort, because it may 
be only a substitution for other factors, need not lead to increased 
output. 

Mr. Harrod, it would appear, has made too much of the distinc- 
tion between the self-employed and the “capitalist” entrepreneur 
in the maintenance of agricultural production. Both, we may as- 
sume, attempt to find the scale of production at which marginal 
revenue is equated with marginal cost. If the marginal utility of 
revenue increases relative to unit returns, his argument would 
appear to be that it is open to the self-employed and not to the 
capitalist entrepreneur to increase his input of labor. But the cap- 
italist-employer may increase his application of entrepreneurial 
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effort instead of labor; and increased struggle for lower costs and 
higher efficiency seems to be a fairly common depression phe- 
nomenon. So far as it is successful, it means lower marginal costs 
and a larger output when marginal costs are equated with mar- 
ginal revenue. It cannot be assumed that an increased labor input 
will go farther to maintain production than an increased input of 
entrepreneurship; no doubt in some cases it will and in others it 
will not. 

Further, if we may turn from theoretical to empirical argu- 
ment, there is the question of the “‘capitalist’’ farm. It is by no 
means universally true of agriculture that the entrepreneur con- 
tributes all or a large part of the labor supply himself. There are 
numerous agricultural enterprises—in fact entire lines of produc- 
tion—in which the farmer and his family furnish but a small frac- 
tion of the labor input. If self-employment is important as an 
explanation of maintained production, then production should 
commonly have fallen off on large farms operated mostly by hired 
labor. The output of certain products in certain areas—most no- 
tably truck crops—should have diminished. There were certain 
important instances during the depression when crops—fruit 


crops in particular—were left unharvested because the price in 
prospect did not compensate the cash outlay involved in getting 
the crop to market. Instances are also numerous of large farming 
operations that were considerably scaled down from the begin- 
ning. But this does not appear to have been the more usual type 
of behavior in the last depression. 


V 


In dealing with the specific bearing of agricultural costs upon 
production behavior during depression, we must use the term 
“cost” in an inclusive sense, passing over all quibbles as to what 
are or are not costs and including all disbursements of the farmer— 
monetary or otherwise—which may conceivably have a bearing 
on his activity. Costs which are usually considered to be price 
determined may prove as important in our problem as costs which 
classical discussion has considered to be price determining. The 
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classification of agricultural costs needed for present purposes is as 


follows: 


1. Rent capitalization costs a. 
o 


Recurrent 
Nonrecurrent 


2. Overhead costs { 


3. Joint-prime costs 


4. Prime costs " 
“Recovery 


“Planning” 


{ Noncash costs 
\ Cash costs 


Lumpy costs 
Smooth variable costs 


We may now proceed to define these various classes of costs: 

1. Rent-capitalization costs are those expenditures which relate 
to the farmer’s investment in a given grade of land and location. 
If this is a past investment without recurrent charges, it has no 
bearing direct or indirect on the maintenance of production. But 
taxes must be paid currently, and well over half of the farms in 
the country must meet a contractual annual charge in the form of 
rent or interest. To the individual entrepreneur struggling to 
maintain possession of his property, interest and taxes represent 
no less urgent disbursements than seed or fertilizer. They may 
affect the level of output in two possible ways. As already sug- 
gested, these charges, by acting to increase the marginal utility 
of money, may lead to a larger input of noncash factors. On the 
other hand, the effect may be directly to decrease the input of 
cash factors; the farmer with limited cash resources available at 
a given time may devote these to interest and taxes rather than 
to fertilizer. In any particular situation, one or the other of these 
effects may be the more important. 

2. The same analysis may be extended to recurrent-overhead 
charges against capital equipment which is durable beyond the 
period of time under consideration. 

3. Rent-capitalization charges and overhead do not vary with 
the level of production, and the same is true of the next category 
of agricultural costs, which have been labeled joint-prime costs. 
There is nothing particularly novel about this class of costs; they 
are an inevitable part of the process of combining several lines of 
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production in the farm business. Where a variety of products are 
combined, the prime-cost factors employed in one line of produc- 
tion may also be used and behave as overhead costs for another 
line of production. Thus on farms where crop production is dom- 
inant, the livestock production makes use of the same labor sup- 
ply during “‘off” seasons. No reduction in the amount of live- 
stock maintained would alter the marginal cost of labor; the size 
of the labor force is governed by the crop production. And even 
should labor employed in the crops be curtailed in response to a 
changed marginal cost-price relationship, the labor demands of 
the subsidiary livestock production will often be sufficiently 
modest and supplementary so that no change in it is necessary. 

Every diversified farm provides examples of these prime costs 
which behave as overhead costs for certain lines of production. 
Their effect is that certain agricultural products—those that oc- 
cupy a subsidiary role—may be produced with few or no variable 
costs. Consequently, reduction of the price of these products will 
have no effect, or a diminished effect, on output." 

4. As to prime costs proper—i.e., costs which vary with the 
scale of production—the first distinction of importance in agri- 
culture is between cash and noncash costs. So far as noncash 
costs are concerned, there is little to add to earlier discussion. 
The most important by far of these is the input of the entre- 
preneur’s own labor together with that of his family. We have 
seen that we cannot be certain, on a priori grounds, whether there 
will be a decrease or an increase in this input with falling prices. 

Within the category of cash-prime costs it is necessary to dis- 
tinguish betweer. lumpy and smoothly variable costs. Lumpiness is 
important in agriculture as in other small-scale enterprise, but 
especially so because the same unit of a factor may be used on 
several products. Thus a man is a small unit of cost in an auto- 
mobile factory; on a farm he may be the entire purchased labor 
input for several lines of production. Partly for this reason and 
partly because of the technical character of the industry, a num- 
ber of types of agricultural costs must be incurred en bloc if there 


*s It is necessary to assume further that there are no products competing closely 
for the subsidiary position or that products so competing also decline in price. 
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is to be any production at all within a given season or short-run 
period. Thus certain repairs must be made to machinery if it is 
to be used at all during a season; once made, it is a matter of in- 
difference if ten or a hundred acres or one or several crops are 
cultivated or harvested. To the fruit-grower it is less a question 
of how much spraying than of choosing between the application 
of certain sprays or not producing a marketable crop at all. The 
same argument applies to plowing or listing by the wheat-grower. 
Irrigation ditches and checkdams must be put in order whether 
the input of other factors is to be large or small. On many farms, 
perhaps on most, the employment of the existing number of 
workers, frequently one, is necessary for production at anything 
approaching the current scale. 

To be sure, lumpy costs need not of themselves maintain the 
volume of factors employed with a fall in price; but in agriculture 
the lumpiness for important factors is such that withdrawal may 
mean either a cessation of production or a general reorganization 
of the combination of factors. Such a step is likely to be delayed 
under any circumstances; and in a depression which is assumed 
to be temporary it is not likely to be taken at all. 

We now turn to divisible or smoothly variable costs—the costs of 
those factors presenting no physical barrier to the exact equating 
of marginal costs and marginal returns. But even here one must 
distinguish between what have been termed recovery costs and 
planning costs. The distinction is necessarily somewhat vague, for 
it depends to a considerable extent on the way in which the 
entrepreneur is assumed to behave in planning his production. 
Nonetheless, it is of some importance. By recovery costs in agri- 
culture are meant those costs which must be incurred to protect 
or recover an investment already made within a given process or 
period of production. When production is under way the costs 
which are incurred are governed not so much by the relation of 
these costs to returns as by the amount of the previous expendi- 
ture on production. The wheat-grower’s expenditure on twine is 
governed not by the relation of this outlay to price but by the 
necessity for cutting and binding the crop if he is to recover 
earlier expenditures. Likewise, the fruit-grower makes an expend- 
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iture for picking that is set by his earlier expenditure, even within 
the season, upon pruning, spraying, and similar cultural prac- 
tices. 

It is apparent that if all costs are forecast in advance no dis- 
tinction can be drawn between planning and recovery costs. But 
it is precisely this need for forecasting which would appear to 
make the distinction of importance in agriculture. The period of 
production under the purview of one entrepreneur is longer in 
agriculture than in most industry—or such seems to be a common 
assumption. It may reasonably be argued that the longer the pe- 
riod the greater the likelihood that forecasts will not be made; or 
that the conditions upon which the forecasts are based will 
change. Furthermore, of course, the amount of the recovery costs 
will vary with yields.” 

Finally, we are left with a class of prime-cash costs which are 
susceptible to variations in accordance with the farmers’ forecast 
of cost-price relationships: the costs which presumably will be 
curtailed in the face of declining prices if the producer keeps 
marginal costs in line with price. It is adjustment in these costs 
which governs adjustment in output. The most important ques- 
tion concerning these costs is their quantitative importance in 
agricultural production. This, obviously, is a question of fact. If 
these costs are small or insignificant in the short-run period, as 
seems possible,’? they will be an important element in the ex- 
planation of the maintenance of agricultural production. For to 
say that the costs that can be reduced in the face of falling prices 
are small or insignificant is of course to say that the curtailment 
of factor inputs is small or insignificant and that output is likewise 

6 It is interesting to note that in some cases unit-recovery costs will vary in- 


versely with planning costs. Thus, in orchard management, a reduction of pruning 
and spraying expenditure may bring an offsetting increase in harvesting costs. 

7 Unfortunately, the rather extensive investigations of farm costs in the United 
States give little clue as to the importance of this class of costs since it cuts across 
conventional classifications. However, when one reviews the various cost inputs 
for producing—e.g., the major staples—one is impressed with the fewness and in 
many cases the comparative unimportance of those cash inputs (like fertilizer) 
which are susceptible to variation with a change in price-cost relationships. Feed 
costs are the most important item in this category. Inputs of home-produced feeds 
are, as we have noted, somewhat removed from market influences. 
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changed but little. Or, in technical terms, while the marginal 
smoothly variable cash costs may be reduced to equal the price 
which obtains after a fall in demand, these are related to output 
by so nearly vertical a curve (in the conventional schemata) that 
the output is changed but slightly. As in the case of fertilizer on 
the cotton crop in 1931, it is quite possible that the effect of 
change in smoothly variable inputs may be insufficient to escape 
the disguising influence on yields of weather or pests. 


VI 

There is one further explanation of maintained production in 
terms of costs which deserves mention. It is that the prices of the 
variable cash-cost factors themselves declined sufficiently during 
the depression so that the depression adjustment of marginal cost 
to price was at an output approximating the 1929 level. It is true, 
of course, that prices of these cost factors did decline during the 
depression, but not so much as prices of farm products. The De- 
partment of Agriculture’s index of prices of commodities used by 
farmers in production was 83 per cent of 1929 in 1931 and 73 per 
cent in 1932. Prices received by farmers were 60 per cent of 1929 
in 1931 and 45 per cent in 1932."* It is entirely possible that with 
an appropriately shaped cost curve a small percentage decline in 
costs would be sufficient to maintain production in face of a rela- 
tively much larger decline in price. But in this case the disparity 
seems to be too large, although it is obvious that such decline in 
prices of cost factors as occurred did assist farmers in maintaining 
former levels of production. In this particular connection labor 
costs need to be distinguished from costs of commodities used in 
production. Farm-labor wage rates did drop significantly during 
the depression. In 1931 they were 68 per cent of 1929, and in the 
next year 51 per cent of 1929." The relative decline in farm wage 
rates was much greater than the decline in industrial wage rates.” 


18 “Indexes of Prices Paid by Farmers for Commodities Used in Production and 
of Prices Received by Farmers,” Agricultural Situation (monthly issues). 

19 “Tndex of Farm Wages,” ibid.; see also J. D. Black, “Agricultural Wage Rela- 
tionships: Historical Changes,” Review of Economic Statistics, February, 1936. 

2° Cf. comparisons by Black, of. cit., p. 4. 
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It was sufficiently great, in fact, so that real farm wages in terms 
of agricultural output increased but moderately between 1929 and 
1932. In comparison with industrial production, the flexibility of 
farm wage rates may perhaps be considered an important factor 
in the maintenance of agricultural production.” 


VII 


We are now in a position to make a few comments about the 
current explanations of the behavior of agricultural production in 
depression in terms of differences between the markets in which 
agricultural and industrial producers sell their products and the 
“rigidity” of prices in the markets. It is apparent from the fore- 
going survey that no simple statement in terms of agriculture as 
“pure” competition and industry as “imperfect” or “monopolis- 
tic” competition will suffice as an explanation of agricultural 
behavior during depression. There are peculiarities of agricul- 
tural enterprise which would work on the side of high aggregate 
production during depression quite without reference to the char- 
acter of the market.” But it also seems clear that no explanation 
of the differences in behavior between agriculture and industry 
generally can overlook the differences in competitive organization 
between the markets in which the products are sold. These dif- 
ferences need no elaboration at the present stage of economic 
thinking on this subject—the theoretical framework of the anal- 
ysis, at least, seems fairly clear.?* Through much of industry it is 
possible for the individual producer to support marginal revenue 
by curtailing output. Large-scale units or oligopoly, or product 
differentiation or a combination of the two, provide the oppor- 


2 The ratio of agricultural wage rates to the value of agricultural output (1929, 
100:100) calculated from the Bureau of Agricultural Economics data cited above 
was 113:100 in 1931 and 111:100 in 1932. 

This is not true of all our earlier analysis. The small scale of agricultural 
enterprise which makes costs “lumpy”’ in agriculture which would be divisible in 
other enterprises, is also responsible for much of the distinctive character of the 
agricultural market. 

*3 Cf. E. H. Chamberlin, The Theory of Monopolistic Competition (1933); Joan 
Robinson, Economics of Imperfect Competition (1932); and Arthur Burns, The De- 
cline of Competition (1936). 
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tunity for such action. In the purely individual agricultural econ- 
omy there is not such opportunity of supporting marginal returns 
by curtailing production. Likewise, we need not elaborate on the 
further influence on industrial production of rigid prices and 
capricious price movements which are sanctioned by monopoly 
power in an industry.74 These may have an even greater effect in 
reducing output than will controlled prices so adjusted as to 
maximize current income. But the effect of monopoly power in 
the industrial market is to sharpen the contrast between industrial 
and agricultural behavior during depression rather than to ex- 
plain agricultural behavior itself. The absence of monopoly ele- 
ments makes it impossible for agriculture to behave as does in- 
dustry generally, but agriculture also deviates from the behavior 
which would be expected of a perfectly competitive industry with 
mobile and divisible factors. It is with such deviations, so far as 
they are toward maintained production, that our first five ex- 
planations deal. 


Vill 
Our analysis must have made apparent that the behavior of 
agricultural production in depression arises from a complex set of 


relationships, including, among others, the six that have been 
discussed. Of these, the nature of cost in agriculture and the 
technical peculiarities of agricultural production, including its 
long period of production and its dependency upon the weather, 
probably emerge as the more important. Any definite conclu- 
sions as to the relative weight to be assigned to various elements, 
or even as to the combined weight and effect of all, must, however, 
wait upon quantitative analysis that is mostly still in the offing. 

We also fear that our attempt to analyze our problem in the 
language of current economics has given altogether too much of 
an appearance of rationality to the conduct of agricultural pro- 
ducers. No doubt the production decisions of the majority of 
farmers are made without reference to any reasoned considera- 
tions of maximized return. If these respond to economic change in 


24 Cf. J. K. Galbraith, “Monopoly Power and Price Rigidity,” Quarterly Journal 
of Economics, May, 1936. 
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a “rational” direction, they are likely to do it as a matter of sub- 
mission to economic pressures; or perhaps in imitation of their 
more successful neighbors. It is a commonly observed phenomena 
that large numbers of farmers fail to respond at all at times indi- 
cated by the conjunctures of economic change; or, if they do 
respond, they turn in directions adverse to their individual for- 
tunes. 

If the necessary data were available, its analysis therefore 
would probably disclose that millions of farmers react to a price 
decline by contracting their production and other millions by 
expanding it, depending upon the particular circumstances in 
which they find themselves at any given time. We would there- 
fore commonly be dealing with net effects. Clearly, lacking such 
analysis, this paper has not gone far toward answering the ques- 
tions which it has raised. 





CURRENCY ISSUES TO OVERCOME DEPRESSIONS 
IN PENNSYLVANIA, 1723 AND 1729 


RICHARD A. LESTER 
Princeton University 


IHE connection between the quantity of money and busi- 

ness conditions has received considerable attention recent- 

ly. The Economic Intelligence Service of the League of 
Nations has pointed out that in the years since 1929 the turning- 
point from depression to economic revival in practically every 
country was “characterized by an increase in the supply of 
money.’* In his 1937 report the director of the International 
Labour Office remarks that “the revitalizing effects of monetary 
expansion have been the same everywhere” and adds: 

The demonstration that in one country after another the upturn in busi- 
ness and employment coincided not with the reduction of wage-rates, the 
cutting of costs or the deterioration of working conditions but with the 
abandonment of deflation and the adoption of monetary expansion has 
made a deep impression upon the world.? 


Professor James W. Angell believes that 

it is perhaps not even too rash to suggest that much of the decline in world 
economic activity between 1928 and 1933, possibly more than half, could 
have been avoided by stabilizing the quantity of circulating money at around 
the 1928-1929 peaks, or (still better) by causing it to increase gradually 
from those peaks, say with population. 

This paper deals with two attempts to overcome depressions in 
Colonial Pennsylvania by expanding the money supply. The first 
of these experiments was in i723 and the second in 1729. The 
character and severity of the depression that preceded each of 
these currency issues are discussed in detail, along with the alleged 
objections of Colonial authorities to gold and silver money. The 


* Money and Banking, 1935-1936, Vol. 1: Monetary Review (1936), p. 56. 
2 Report of the Director (Geneva: International Labour Office, 1937), pp- 41 
and 45. 
3“The General Objectives of Monetary Policy” in The Lessons of Monetary 
Experience, ed. A. D. Gayer (New York, 1937), pp. 56-57. 
324 
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nature of the recovery that followed the currency issues in both 
periods is treated in detail, especially by means of quotations 
from contemporary publications and letters; and business condi- 
tions in Pennsylvania are contrasted with conditions in other 
colonies and in England. An attempt is also made to determine 
the effect of the currency issues in 1723 and 1729 upon internal 
prices, foreign-exchange rates, foreign trade, and, by means of 
deductions from the foreign-trade figures, upon the domestic 
market. Finally, there is a more general section indicating the 
colony’s subsequent currency experience and later views on the 
success of Pennsylvania’s experiments with currency issues to 
stimulate business expansion. In Pennsylvania a little currency 
inflation did not lead to extreme currency inflation, and the price 
level during the fifty-two years prior to the American Revolution 
that Pennsylvania was on a paper standard was more stable than 
the American price level has been during any succeeding fifty- 
year period. 

Though this paper is necessarily confined to the experience of 
Pennsylvania with currency issues, it should be stated that the 
other middle colonies also issued paper money to combat depres- 
sions. New Jersey did so in 1723 and 1733, Delaware in 1723 and 
1729, Maryland in 1733, and New York in 1737. Even the New 
York currency issues in 1715 and 1717 were designed “to restore 
the public Credit, and add new Vigour to a then languishing 
Trade.”* The author plans to publish soon in book form an ac- 
count of the experience of these other middle colonies with cur- 
rency issues as an antidote for depressions. According to contem- 
porary accounts and the available statistical data, all the middle 
colonies had surprisingly successful experience with monetary 
expansion as a method for stimulating the return of prosperity, 
and in all of them, except Maryland for the first few years, the 
exchange value of the currency seems not to have fallen more 
than about 30 per cent in terms of gold and silver for any year 
during the period of fifty or sixty years that these colonies were on 
a paper standard prior to the Revolutionary War. 


4 Journal of the Legislative Council of the Colony of New York, April 9, 1691 to 
September 27, 1743 (Albany, 1861), p. 434, dated October 9, 1718. 











326 RICHARD A. LESTER 


It might be well to add that the currency experience of Pennsyl- 
vania discussed in this paper (as well as the experience of the 
other middle colonies) throws grave doubt on such statements as 
the following, which have been culled from recently published 
textbooks: 


Historical evidence demonstrates that in no case has a paper currency 
ever been managed properly or ever existed as a satisfactory standard for 
any great length of time.s 


Historically the world’s experience with fiat money has been, almost with- 
out exception, disastrous. The principal exceptions now cited in support of 
the managed money proposal are the irredeemable paper monetary systems 
which have prevailed in Great Britain and Sweden since 1931.° 


A rise in prices caused by currency inflation cannot end in a state of eco- 
nomic equilibrium. It can culminate only in business liquidation and cur- 
rency deflation, or in repudiation, or in devaluation. It always causes heavy 
social losses.? 


Once inflation has been engaged in, deflation is inevitable sooner or later.* 


Mild doses of inflation have no material effect upon a depressed business 
situation, whereas generous applications cause prices to rise with a bound. 
.... Even if it [inflation] is brought under control before it brings com- 
plete economic disaster as it did in Germany and Russia, there follows a 
period of most painful readjustment.® 


BACKGROUND OF THE CURRENCY QUESTION 


Scarcity of coin.—Scarcity of money was one of the common 
complaints in the North American colonies. Gold and silver were 
not mined or minted in the English colonies, and one English 
government after another prohibited the export of gold and silver 
to the colonies. When the colonists did acquire gold or silver coin, 
they soon sent it to England in exchange for English products, 
which they needed much more than they did expensive money. 
Gold and silver coins were a luxury in the colonies, where the 


5 W. E. Spahr in Economic Principles and Problems, ed. Spahr (3d ed.; New York, 
1936), I, 566. 

*F. R. Fairchild, E. S. Furniss, and N. S. Buck, Elementary Economics (3d ed.; 
New York, 1936), I, 698. 

7 Spahr, op. cit., p. 595. 

8 A. L. Meyers, Elements of Modern Economics (New York, 1937), Pp. 293- 

9G. W. Dowrie, Money and Banking (New York, 1936), p. 476. 
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population was sparse, where there were no banking facilities, 
and where the natural rate of interest was high. 

Also the conditions at that time permitted the colonies to be 
almost drained of their coin without much immediate change in 
their balance of trade. In the first place, most of the colonies 
exported a few staple agricultural products or pelts (tobacco from 
Maryland and Virginia, beaver skins from French Canada, and 
wheat, flour, and pelts from Pennsylvania and New York). 
Changes in the world-prices of their exports would not cause the 
colonists to change to another line of production for many years. 
Transportation and communication took so much time that the 
colonists did not know what prices abroad were until months 
later. In the meantime prices might have changed. Consequent- 
ly, merchants often shipped goods to a country without knowing 
about the current market conditions there.*® Under such circum- 
stances it might require years for a full adjustment in the balance 
of trade to take place with an outflow of gold and silver coin from 
the colonies. Therefore, it is not surprising to find that the colo- 
nists, even before any paper money was issued, were at times so 
short of coin that they had to pay their relatively small tax bills 
in jewels, gold rings and earrings, gold plate, or in agricultural 
produce." 

The Colonial authorities complained that gold and silver, 
“being also Subject to the Rise and Fall of Markets,”’ did “‘not 
conveniently answer the Ends of a Currency in our Home 
Trade.’’* Even before the issue of paper money in Pennsylvania, 


"© As Governor Crosby of New York wrote to the British Board of Trade in 
December, 1734: “Whenever a market in Spain, Portugal or other parts of Europe 
has encouraged the sending thither [of] Grain, the adventurers have often suffered 
by the undertaking, for at this remote distance, the intelligence of a demand reaches 
us so late, that the marketts are supplyed before our vessells come there’’ (Docu- 
mentary History of the State of New York, ed. E. B. O’Callaghan [Albany, 1850], 
I, 491). 

* See a letter from Governor Burnet of New Jersey to the British Board of Trade, 
May 12, 1724, in Archives of the State of New Jersey (1st ser.; Newark, N.J., 1882), 
V, 87. 

” Sir William Keith to the British Board of Trade, December 12, 1723, in British 
Board of Trade Papers, Proprieties, Vol. XI, R 47. (There is a transcribed copy of 
these unpublished papers at the Historical Society of Pennsylvania, Philadelphia, 
Pa.) 
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the exchange rate on London sometimes rose to a premium of 7 
or 8 per cent above parity." It is not surprising, therefore, to find 
the governor of Pennsylvania advocating “an imaginary Specie 
[paper money] which fully answers the End of a permanent Cur- 
rency and Measure of Trade amongst Ourselves.” To him it was 
“evident that a fluent Currency of Paper, will render the Market 
Here more frequent and contribute exceedingly to his [the mer- 
chant’s] Dispatch” in collecting his outstanding debts."4 

Finally, the general trend of prices in Europe and America in 
terms of gold and silver was downward during the first three or 
four decades of the eighteenth century. This downward trend in 
prices seemed to prove that there was a general scarcity of money 
relative to goods. With the decline of prices, people tended to 
hoard coins. In Pennsylvania the complaint about the “scarcity 
of money”’ became especially loud during the early 1720’s, when 
the colony was suffering from a severe business depression and 
prices were falling rapidly. The governor of Pennsylvania realized 
that there was “‘not a sufficient quantity of gold or Silver in these 
Countries to Quicken & Promote a mutual Exchange”’ and to stop 
the tendency for coins to be hoarded. He therefore lent his sup- 
port to the proposal for an issue of currency. In his:opinion, “the 
natural effect” of the issue of “‘a Sufficient Quantity” of paper 
money, which “‘is not of its Nature exportable and not lyable to be 
Hoarded up,” would be to discourage hoarding and to speed up 
spending, so that the planter in Pennsylvania would “‘find a ready 
Sale for the whole produce of his Farm.’’S 

Business depression.—In September, 1720, there was a serious 
crisis or panic in England, following the collapse of the speculative 
orgy known in history as the South Sea Bubble."* England then 
began to suffer from a slump in trade; a business depression set in, 
and prices fell. A price index for cereals in England fell 30 per 


3 See Table 3, p. 351. 

"4 Sir William Keith to the Board of Trade, December 12, 1723, op. cit. 

"s [bid. 

6 William R. Scott, The Constitution and Finance of English, Scottish and Irish 
Joint-Stock Companies to 1720 (Cambridge, 1910), Vol. I. 
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cent from 1719 to 1721, and an index for the cost of living de- 
clined 14 per cent during those two years.*? 

Whether the business depression in Pennsylvania really began 
before September, 1720, is difficult to determine from the avail- 
able data. Imports into Pennsylvania from Great Britain de- 
creased 10 per cent from 1719 to 1720 and 12 per cent from 1720 
to 1721. However, exports from Pennsylvania to Britain, normal- 
ly amounting to about one-third or one-fourth the sum of imports 
from Britain, increased each year from £4,499 in 1716 to £8,037 
in 1721.8 

Pennsylvania’s imports from Great Britain included a great 
variety of commodities to which the settlers had been accustomed 
in the Old World. Practically all clothing and manufactured 
goods in Pennsylvania as well as some foodstuffs like spices, tea, 
fine salt, and loaf sugar, were imported from Great Britain. 
According to a Philadelphia merchant, the ships brought from 
England 
all kinds of British manufactories in great abundance and India goods, etc. 
In the last of the winter or early in the spring [we] choose to import our linens 
and other things fit for summer, the latter end of which we should have our 
woolen goods.of all kinds ready for the fall sale to use in winter. The spring 
is the best time for iron mongery, cutleryware, furniture for furnishing 
houses, and all other brass and iron work. Our imports of those articles are 
very large, the people being much employed in agriculture, husbandry, 
clearing and improving lands, but slow progress is made in the manufac- 
tories here. Good grindstones assorted, and sometimes a quantity [of] New- 
castle coal, would sell readily." 


Because of the importance of British imports into Pennsylvania, 
they seem to be a fairly good index, with some lag perhaps, of the 
rate of consumption and the condition of the market for com- 
modities in Pennsylvania at that time.”° 


TE. W. Gilboy, “Cost of Living and Real Wages in Eighteenth Century Eng- 
land,” Review of Economic Statistics, August, 1936. 

8 See Table 1, p. 341. Most of Pennsylvania’s exports were to the West Indies 
and the Madeira Islands. 

*®? Thomas Clifford to Abel Chapman, July 25, 1767, quoted in A. Bezanson, 
R. D. Gray, and M. Hussey, Prices in Colonial Pennsylvania (Philadelphia, 1935), 
Pp. 263. 

*° For a further discussion of this point see pp. 342-43. 
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A monthly index of wholesale prices of twenty commodities in 
Philadelphia (1720-75) shows that the price level dropped 9 per 
cent from January to September, 1720, in Philadelphia.” Boston 
figures for the price of wheat, deflated by an index for the price of 
silver, indicate that wheat had been falling in price since 1718. 
Wheat in terms of silver fell in value 30 per cent between 1718 and 
1721 and fell 34 per cent between 1718 and 1724.” 

In the latter part of 1720, Philadelphia merchants in their 
letters to English correspondents mention the depression in Eng- 
land without reporting similar conditions in Pennsylvania. On 
September 24, 1720, a Philadelphia merchant wrote to London: 
“Wee are inform’d mony is Scarce with you . . . .’3 and in an- 
other letter to London on December 24, 1720: “If any prospect of 
trade mending with you please to give us notice.’’*4 

In December, 1726, the Pennsylvania assembly reported to the 
authorities in England that, because of 
the general Damp that was given to Trade in the Year 1720, and the great 
Fall [in the price] of our Produce, about the same Time, we were, in the Years 
1721 and 1722, so effectually drained of our Coin, which, for want of other 
Returns, was generally ship’d off to Britain, that the Inhabitants of every 
Degree were reduced to the greatest Straits; Debts could not be discharged, 
nor Payments be made; the Rents of Houses fell, many whereof were de- 
serted; and the Value of Lands and Improvements sunk considerably; 
Families who had lived well could scarce find Means to purchase necessary 
Provisions for their Support; and therefore both Artificers and Traders 
were obliged to quit the Country, in Search of Employment and Sustenance 
elsewhere; But, above all, our Shipping, by which the most advantageous 
Returns for Britain had been made, was so greatly declined, that our Yards 
appeared a’most empty, and all Trade discouraged. Such was the distressed 
Condition to which this Country was at that Time unhappily reduced. 


In November, 1721, Pennsyivania merchants wrote letters to 
London correspondents stating: “Of late years the Ballance of 


** Bezanson, Gray, and Hussey, op. cit., p. 429. 

# Ruth Crandall, “Wholesale Commodity Prices in Boston during the Eight- 
eenth Century,” Review of Economic Statistics, XVI, No. 6 (June, 1934), 121. 

* Thomas Griffitts to George Griffitts, September 24, 1720, in Letters of Isaac 
Norris, 1719 to 1756. (MS at Historical Society of Pennsylvania.) 

24 Thomas Griffitts to John Eastwick and John Gale, December 24, 1720, ibid. 

2s Pennsylvania Archives (8th ser.; Philadelphia, 1931), III, 1828. 
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Trade hath so much ran against us with Brittain that when any 
thing is recover’d [from outstanding debts in Pennsylvania] tis 
very Difficult to procure Bills or such other remittances as will 
give Satisfaction there [in England]’** and “I intended to have 
sent some Wheat but the Country Debtors have been backward 
& mony is so Extreamly Scarce that we begin to be or rather have 
been for some time pinch’d for Want of some proper medium for 
Currency without which Commerce is a perplexing Employ- 
ment.’’?? At the same time (November, 1721), another Philadel- 
phia merchant wrote: 

We have scarce any Cash here but Gold, and that exceeding scarce at 
present. Gold passes with us at £5:10 per oz. If it be true therefore that 
with you it is fallen to £3:17—the exchange is near 43 per Cent besides 
freight & Insurance, which will bring it to near 50 per Cent tho we generally 
account the Par but 334 because it really is so in silver Money.”* 


From James Logan’s letters it seems that the exchange rate on 
London, with the par at 1333, was at least as high as 143 on 
November 14 and 19, 1721, and at least as high as 1373 on No- 
vember 1, 1722; November 13, 1722; July 4, 1723; and September 


23, 1723.79 
Of this period, Francis Rawle, a prosperous Philadelphia 
merchant, wrote in 1726: 


For such was the Scarcity of Gold and Silver, that the Farmer not able 
to purchase it with his Crop, forc’d the Shops to take it [country prod- 
uce], and they again impos’d the same on the Merchant till it became 
pretty current in Trade; but at so low a Price, the Farmer could not live by 
it. The Silver had been bought up for Merchandize, so that none pass’d in 
common Payments, and Gold so far exhausted, that little but Cut Pieces, and 
some Scraps passed, and That melting up for Remittances [to England], 
before Paper-Money came out; . . . .3° 

* Isaac Norris to Charles Loyd, November 12, 1721, in Letters of Isaac Norris, 
1716 to 1730, p. 277. (MS at Historical Society of Pennsylvania.) 

77 Thomas Griffitts (Norris’ son-in-law) to Benjamin Bartlett, November 24, 
1721, Letiers of Isaac Norris, 1719 to 1756. 

#8 James Logan to John Andrews, November 19, 1721, in Letter Book of James 
Logan, 1717 to 1731, p. 227. (MS at Historical Society of Pennsylvania.) 

** Ibid., pp. 222, 227, 284, 294, and 326, and Letters of Isaac Norris, 1716 to 1730, 
P. 337- 

% A Just Rebuke to a Dialogue betwixt Simon and Timothy, Shewing What's 
Therein To Be Found (Philadelphia, 1726), p. 15. 
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In 1721, Rawle published anonymously in Philadelphia a pam- 
phlet entitled Some Remedies Proposed for Restoring the Sunk 
Credit of the Province of Pennsylvania with Some Remarks on Its 
Trade. This is said to be the first publication in America on 
political economy and its application to local conditions, and it 
is interesting to note that the publisher, Andrew Bradford, was 
summoned before the Pennsylvania council on February 1, 1722, 
and told by the governor that in the future he was not “to publish 
any thing relating to or concerning the Affairs” of the Pennsyl- 
vania government “‘without the permission of the Governour or 
Secretary of this province.’’* In this pamphlet Rawle, “expati- 
ating on the low State of this Province” and “proposing a reason- 
able Way for her Recovery,” wrote: 

It is melancholly to tell the miserable Condition of this Province, occa- 
sioned by a Neglect in this last Particular [sufficient money]. How deplorable 
are the Lives of the Common People! Their trades and Callings discouraged 
and valued at nought; What real Estates they have had are mortgaged, eat 
out and consumed; and the whole Province look’d upon by all Foreigners, 
as a Country beggarly and scandalous, not worth Trading with. But the 
melancholy Decay of Credit in this Province requires not much Time to 
demonstrate, for every Dealer is too sensibly convinced of it; nor need we 
dive any farther than into our own Pockets, to convince us, that a running 
Stock of Money now wanting is the Cause of this Decay: The common 
Necessaries for Families brought to the Market are not bought, because 
Change (as Silver and Copper is commonly called) is not to be had; all our 
Domestick Trade is become nothing but Discount, A miserable Make-shift 
good for Nought, but to enrich Knaves and beggar Fools.33 

.... it is to be hoped, as every Inhabitant of this Province cannot but 
be sensible of the said Decay of Trade and Credit, that they will be as ready 
to encourage every Thing, that may tend to restore the same to its former 
happy State, when our Produce was preferred before any others of the same 
kind in the West-Indies, and our payments at Home ready and punctual: 
So good was their Credit, and so generous the Inhabitants in their Dealings 
one with another, that Dunning, the Bane and Destruction of all Trade, 
was not heard of in Pennsylvania: But where is there, at this Time, a Coun- 


3! See “Francis Rawie”’ in Dictionary of American Biography, XV (1935), ‘40° 
and Pennsylvania Magazine of History and Biography, I11, No. 1 (1879), 118-20. 

% Colonial Records (Philadelphia, 1852), III, 145. 

33 Some Remedies, etc., signed “By a Lover of this Country,”’ pp. 6-7. 
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try more behind in their Payments, and more careless of the Goods they 
export; and consequently of worse Credit at Home and Abroad?34 


In this same pamphlet Rawle pointed out that it is not neces- 
sary for money to have a high commodity value. “The Dutch,” 
he wrote, “by Virtue of a Stamp, impress’d on a base Metal, have 
raised a Running Stock of Money, which is frequently imported 
into other Countries; but the intrinsick Value of this Money is 
near One Fifth short of the Value it commonly passeth for.’’* 
He advocated the issue of “‘Stamp’d Paper’’ whose value would be 
“secured” by “some visible Fund” of loans on “‘real Security,” 
the loans of paper money to be made “at an Office appointed by 
Public Authority for that Purpose,” and the interest on the loans 
becoming “‘the Publick’s Advantage.” This would provide, in 
Rawle’s opinion, “really a Money not inferior to the best Silver 
and Gold for Domestick Trade” and would help “to restore our 
Credit, and encrease our Trade both at Home and Abroad.” 

The business depression in Pennsylvania became worse in 1722 
and 1723. In August, 1722, James Logan, a Philadelphia mer- 
chant and chief representative of the Penn interests in the 
province, wrote: 

Our trade is sunk and very little of any thing to be done.37 


I have received about } of the pay by Discount, but not one farthing in 
Money and the rest will be long out for the Trade of this place is exceedingly 


In November, Logan wrote: 

I must acquaint thee that this Country Since it was a Province has never 
been under such low Circumstances for want of Trade and Money as at 
present So that Lands will sell for Scarce any thing but a very long Trust, 
and in Jersey they are yet more dull than here.3* 


While business conditions were going from bad to worse in 
Pennsylvania, apparently business in England had emerged from 


4 Ibid., pp. 19-20. 35 Ibid., p. 10. % Ibid., pp. 14, 19, 20. 

7 Logan to John Askew, August 13, 1722, Letter Book of James Logan, 1717 to 
1731, Pp. 254. 

* Logan to John Andrews, August 14, 1722, ibid., p. 255. 

3 Logan to Amos Strettle, November 12, 1722, ibid., pp. 297-08. 
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the depression by the fall of 1722. In November, 1722, Logan 
wrote in a letter to a London merchant: 

I was much concerned to hear by Eli Crocket of the many Removes & 
changes amongst you and the late calamitous times you have known by the 
sinking of Trade. Tis now our case in this Province to as great a degree I 
believe as it was yours tho not so many drop by it, much longer Credits 
being given here. But I am pleas’d to hear your affairs are mended which I 
fear is more than will very soon be said of us 


Political situation and trade.—Many “‘doleful Complaints” were 
made to the Pennsylvania assembly late in 1722 and early in 1723 
about “the scarcity of money” and “the evident Decay of this 
Province in general, for want of a Medium to buy and sell with.” * 
The inhabitants were reported as “being nonplus’d in a regular 
Dispatch of Affairs for Want of Pay when due”’ and statements 
were made that “many families were likely to be ruined”’ because 
the value of lands and products were “brought so low by the 
Scarcity of Money.” Officials and residents of Philadelphia, 
Chester County, Bucks County, and other places throughout the 
province sent numerous petitions to the Colonial legislature ‘‘com- 
plaining of the great Decay of Trade and Credit, and requesting a 
Paper Currency.” 

In the meantime, the general discontent against the existing 
government which accompanies hard times and the demand for 
some “relief” from the depression led to a considerable change in 
the composition of the Colonial assembly. In 1721 and 1722 a 
wealthy coterie, representing the Proprietary party, lost their 
seats in the assembly to members of the Democratic or anti- 
Proprietary party, of which Francis Rawle, although a prosperous 
merchant, was one of the leaders. The Proprietary party was 
made up mostly of wealthy residents of Philadelphia who were 
members of the creditor class and had strong aristocratic inter- 
ests, wile.eas the Democratic party represented the rural areas 
and people of small means and had, at this time, what the well to 
do claimed was a “levelling spirit.” 

4° Logan to John Hop, November 12, 1722, ibid., p. 297. 

4* Pennsylvania Archives (8th ser.), II, 1460, 1461. 

# Ibid., 1483 and 1762. 4 Ibid., pp. 1463, 1464, 1465. 
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Two leaders of the Proprietary party were Isaac Norris and 
James Logan, the chief representatives of the Penn interests in 
the province. Norris was a wealthy merchant and landowner who 
had helped to rescue William Penn from a debtor’s prison. He was 
a member of the governor’s council for twenty-six years, was 
speaker of the assembly in 1720, and mayor of Philadelphia in 
1724. Logan had at one time been secretary to William Penn, was 
secretary of the province, a member of the governor’s council, and 
mayor of Philadelphia in 1723. As representatives of the Penn 
interests and as creditors, both were opposed to any issue of paper 
currency. After paper money was first issued in Pennsylvania in 
1723, Norris kept referring to it as “our rotten paper mony,” 
“this Vile paper Currency,” “this * * * * paper Currency,” “Vile 
Bills of Credit the contrivance & refuge of Bankrupts & de- 
signers,” and “paper Currency (an abuse upon all Creditors).’’*4 
The governor of the province, Sir William Keith, supported 
Rawle, however, and helped to put the currency measure through 
the assembly. 

In December, 1722, the governor wrote his superiors in England: 

I am to acquaint your Lordships that the people of this place are just 
now in a very great Ferment on Account that for some time past their 
usual Trade has stagnated for want of a sufficient currency of cash amongst 
themselves whereby to Exchange the produce of their Labour according to 
their accustomed Maner of Business; 

The Farmer brings his provision to Market but there is no Money to give 
for it, The ship Builder & Carpenter starve for want of Employment, and 
we sensibly feel that our usual Export decreases Apace, The Interest on 
Money is high, and the usurer grinds the Face of The poor so that Law suits 
multiply, our Gaols are full, and we are justly apprehensive of falling into 
debt, which we have Happily avoided Hitherto. 


44 Letters of Isaac Norris, 1716 to 1731: to John Askew, February 15, 1724, p. 369; 
to Noar, June 20, 1724, p. 381; to Ann Coaksley, July 30, 1724, p. 383; to Robert 
Price, October 31, 1724, p. 395; and to Mord Maddock, October 31, 1724, p. 399. 

4s The number of “expensive and Vexatious Law-suits” in Pennsylvania doubled 
from 1715 to 1722, when the number was “beyond what was usual or ever known in 
this Province before” (Pennsylvania Archives [8th ser.], II, 1460, 1465). 

Not only had “the Numbers of Law-Suits encreas’d Quarterly’ but also there 
was an increase in “the Number of Prisoners, ’tis said beyond what was ever known 
in America, in any of the English Colonies” (see Rawle, A Just Rebuke to a Dia- 
logue betwixt Simon and Timothy, Shewing What’s Therein To Be Found, p. 15). 
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Under these Circumstances, The clamor is universall for Paper Money, 


The Example of our Neighboring Province New York, demonstrates, 
That paper creates a more Current and reddy sale of their product which is 
the very same with ours, .... 

I observe that the Lawyers and a few Rich Usurors here are violent 
Bent on the opposeing the peoples Inclinations to paper Money, But both 
Merchant and Farmer cry out Incessantly for such a Quantity at least as will 
serve to Transact the necessary Bussiness between them, .. . .% 


In writing of this period at a much later date (1740), this same 
governor said: 


The laborious, and most industrious Inhabitants of the small Province 
of Pennsy!vania .... had successfully carried on all their Affairs without 
the Use of Paper Money, until the Year 1722, when by the late Increase [?] 
of their Shiping and foreign Trade, the City of Philadelphia labour’d under 
great Discouragement for want of a Currency; many of the labouring, but 
poorer Sort of Inhabitants, were daily leaving the Place, and transporting 
themselves and Families elsewhere; the Shop-keepers had no Money to go 
to Market, and the Farmer, or Planter’s Crop was then reduced to the lowest 
Value; so that all the European Goods imported, as well as the Bread and 
Flower, or Country Produce, were bought up and engrossed at a low Price, 
by a Cabal of only four or five rich Men, who retail’d them again on Credit 
at what Rate they pleased, taking Advantage of the People’s Necessities 
and Circumstances; by which Means they soon got the whole Country into 
their Debt, exacting Bonds of every Body at 8 per Cent. which was then the 
legal Interest. 

This made such an universal Clamour all over the Province, that when 
the Assembly met, the latter End of the same Year, they hastened to prepare 
a Bill for establishing a Paper Currency.*7 


James Logan indicated the state of trade in Pennsylvania in 
May, 1723, two months after the first paper-money act was passed 
but before the currency was actually issued, when he wrote: 

.... These countries (this Province and Jersey) being drained of Money 
and by a general Decay of Trade that few buyers offer for Land that are 
capable of making any tolerable Pay 

In Jersey Lands sell more Difficultly than with us 


© British Board of Trade Papers, Proprieties, Vol. X1, R 42. 

47 Sir William Keith, A Collection of Papers and Other Tracts Written Occasionally 
on Various Subjects (London, 1740), p. 212. 

48 Logan to Amos Strettle, May 9, 1723, Letter Book of James Logan, p. 317. 
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In 1723 imports from England to Pennsylvania in pounds sterling 
were at the lowest point recorded between 1714 and 1774.* 

Proposed remedies.—Other remedies besides the issue of paper 
money were proposed to the Colonial assembly as a means of 
relieving the colonists “from the Weightiest of their present 
Burdens and doleful Complaints.”’ These were: to stop the hiring 
out of slaves who, working at reduced wages, prevented the em- 
ployment of freemen; to make farm produce legal tender for pay- 
ment of debts; to prohibit the export of gold and silver from the 
colony ; to raise the official rating of coins by 25 per cent; to reduce 
the legal rate of interest from 8 to 6 per cent; and to call a debt 
moratorium. In fact, the 1723 legislature passed, along with the 
two acts for “emitting and making current” a total of 45,000 
“Pounds of Paper Currency,” other laws “for reducing the Inter- 
est of Money from Eight to Six per Cent,” and “for respiting 
Executions upon certain Judgments of Courts in this Province.”’s° 
Rawle had been the most active member of the assembly com- 
mittee that drafted the first paper-money act, and he was one of 
the four men appointed to sign the currency issues. 

Early in 1723 the governor of Pennsylvania told the legis'ature: 
“T daily perceive more and more that the People languish for want 
of some Currency to revive Trade and Business, which is wholly 
at a Stand; therefore I am of Opinion, that all the Dispatch im- 
aginable ought to be given to the Paper Bill.” He pointed out 
that, because the paper-money issues in New York were “moder- 
ate for a Place of such large and extended Commerce, they con- 
tinued of equal Value with their current Silver, until, in the Year 
1717,’ when some depreciation took place because a large quan- 
tity was issued. He concluded from this that “to keep up the 
Credit of Bills [paper money], the Quantity must be moderate.” 


PAPER-MONEY ISSUES OF 1723 


On March 2, 1723, the assembly passed an act providing for a 
£15,000 issue of paper money to remedy “the extreme scarcity of 


See Table 1, p. 341. 
8° Statutes at Large of Pennsylvania from 1682 to 1801, Vol. III. 


* Pennsylvania Archives (8th ser.), II, 1510. 8 Ibid., p. 1493. 
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money” because of which “‘the trade of this province is greatly 
lessened and obstructed.’’s’ Most of the £15,000 was to be lent 
at 5 per cent interest; the loans were to be secured by mortgages 
on land and houses and were to be paid back in eight annual in- 
stalments. No more than £100 could be loaned to any one person, 
since these paper-money “bills of credit [were] chiefly intended for 
the benefit of the poor, industrious sort of people of this province, 
at an easy interest, to relieve them from the present difficulties 
they labor under.”5* When the loans were paid back, the paper 
money was to be destroyed. This currency was legal tender for 
all debts, and counterfeiters were to be punished by having both 
their “ears cut off,” being whipped on the “bare back with thirty- 
one lashes well laid on,” and fined or sold into servitude.’ 

The assembly of the province reported that the £15,000 in pa- 
per money 
being emitted, their Effect very sensibly appeared, in giving new Life to 
Business, and raising the Country, in some Measure, from its languishing 
State; but at the same time it was also manifest, that tho’ the Method was 
effectual in its Kind, yet the Currency fell short in Quantity, and was in 
nowise proportioned to the Occasions of the People, nor sufficient to circu- 
late the Bulk of our Trade; therefore the Legislature on December 12, 1723, 
being enabled by the first Experiment to form a more exact Judgment of 
what the circumstances of the Country and our Commerce would require, 
found it necessary to strike Thirty Thousand Pounds more, on the like 
Securities of real Estates, to be pledged in the same Manner [as in the first 
paper-money act.]* 


Effects on business.—Within a very short time business re- 
covery set in, and the “unhappy State of Affairs of this Province” 
changed to “the happy Prospect that this Province now af- 
fords.’’’? The governor of Pennsylvania, in a book published 


53 Statutes at Large of Pennsylvania from 1682 to 1801, III, 324. 

54 [bid., p. 328. 5S [bid., p. 331. 

© Pennsylvania Archives (8th ser.), III, 1828 and 1829. Benjamin Franklin wrote 
of this action: “And it was not till they were convinced by experience of the utility 
of the measure, and the insufficiency of the sum, that they adventured to strike 
thirty thousand pounds more”’ (see Am Historical Review of the Constitution and 
Government of Pennsylvania, from Its Origin, in Works of Franklin, ed. Jared Sparks 
[London, 1759], III, 202). 

8? Pennsylvania Archives (8th ser.), II, 1460, and III, 1790. 
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somewhat later, wrote of these paper-money issues to overcome 
the existing business depression: 

It is inconceivable to think what a prodigious good Effect immediately 
ensued on all the Affairs of that Province; the Shiping from the West of 
England, Scotland, and Ireland, which just before used to be detain’d five, 
six, and sometimes nine Months in the Country, before they could get in 
the Debts due to them and load, were now dispatch’d in a Month or six 
Weeks at farthest. The poor middling People who had any Lands or Houses 
to pledge, borrow’d from the Loan-Office, and paid off their usurious Credi- 
tors; and to render them more easy for the future, as well as to bring Things 
nearer to Par, lawful Interest was at this Time reduced from eight to six per 
Cent, by which means the Town was soon filled with People, and Business 
all over the Province increased at a great rate.s* 


The legislature also reported that “Trade revived” and “the 
Country began to feel a general Relief.” In 1726 the assembly 
stated in a “Representation” to the authorities in England: 


The whole Quantity that was struck thus in a very short Time emitted, 
and diffused into the Peoples Hands, the Face of our Affairs appeared en- 
tirely changed; Traders exerted themselves; the Produce of our Country 
came into Demand, and bore a Price, whereby the People were better en- 
abled to pay the Proprietary’s Quitrents, and answer other Demands; our 
City fill’d again with Inhabitants; Artificers found Employment; our British 
Trade increased; and Strangers, from the Encouragement of finding ready 
Pay, resorted to us; Ship-building was vigorously carried on; and both our 
Ship-wrights Yards, and our Port, were fill’d with Shipping; insomuch, that 
this Present Year, as appears from the List of Registers, double the Number 
of vessels have been built at Philadelphia, that had been in any Year before a 
Paper Currency: And by the Naval-Officer’s Books, we find, that the Tons 
of Shipping, cleared at the same Port in 1722, having amounted to no more 
than 3531; this Year there have been already cleared 6655 Tons, besides 
several large Vessels yet in Port, that are to sail before the Year expires.5? 


These figures for shipping are given in the table on page 340.°° 

When in 1725 the “decendants” of William Penn threatened to 
remove the governor of Pennsylvania, among other things, for 
“passing the Acts, which emitted a Paper Currency,” the Colonial 
legislature wrote these “decendants,” explaining how 


Keith, op. cit., pp. 213-14. 
59 Pennsylvania Archives (8th ser.), III, 1829. 


% Tbid., p. 1795. “Tonnage”’ means that of the vessel and not the tonnage 
shipped from Pennsylvania. 
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trade revived, .... the Value of our Country Product advanced, and the 
Ship-Wrights (some of whom, before this Currency was struck, having left 
the Country for want of Work, and those that stay’d having little to do) are 
since returned, and come into full Employment at their Trade; so that many 
stately Vessels have been built, and more upon the Stocks, and several 
Iron-works are carried on; which, with divers other Instances of the Ad- 
vantage this Currency has been to the Publick, as well as to those, who, 
both in City and Country, must have been ruined without it, we think may 
abundantly attone for this Part of the Governor’s Conduct.” 








Year Ending Number of 


. . Tonnage 
November 1 Vessels 





1719... es Wat sue 128 4,514 
1720 140 3,982 
1721. ; III 3,711 
5908... 96 3,531 
1723 . 99 3,942 
1724... : 119 5,450 
1725 140 6,655 











Number of 
Year Built Vessels 
Constructed 


Number of 





10 
13 
19 











According to Francis Rawle, “Numbers of Inhabitants whose 
Estates had lain dead, were furnish’d with Stock for Trade,” by 
the paper-money acts of 1723, “Which gave the quickest Push to 
Trade that has been known for divers Years before.’ 

Effects on foreign trade.—The figures for imports into Pennsyl- 
vania from England seem to support Rawle’s assertion. From 
1723 to 1724 such imports doubled in terms of British pounds 
sterling. In 1725 the total value of such imports into Pennsyl- 
vania was nearly three times the figure for 1723. Exports from 
Pennsylvania to England fail to show a similar increase. The 


6 Tbid., II, 1762. 
& A Just Rebuke to a Dialogue betwixt Simon and Timothy, Shewing What’s Therein 
To Be Found, p. 5s. 
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figures are given in Table 1. The fact that imports into Pennsyl- 
vania from Britain increased almost 100 per cent from 1723 to 


TABLE 1* 
TRADE BETWEEN GREAT BRITAIN AND 
PENNSYLVANIA IN BRITISH POUNDS 
STERLING 








Imports of Exports of 
Pennsylvania | Pennsylvania 





24,532 7,929 
21,548 8,037 
26,307 6,882 
15,993 8,332 
30,325 4,057 
42,210 11,981 
57,635 5,960 
31,980 12,823 
37,479 15,231 
29,800 7435 
48,592 10, 582 
44,261 12,787 
41,699 8,525 
40,565 14,777 
54,392 20,217 
48 , 805 21,919 
61,514 20,786 
56,690 15,199 
61,450 11,919 











* The figures in this table, and also those upon which Table 2 
is based, have been taken from Sir Charles Whitworth, State of the 
Trade of Great Britain in Its Imports and Exports yo? from 
the Y ear 1697 (London, 1776), pp. 63, 65, 67, 69, 78. All figures are in 
British pounds sterling. The author says of them: “These Tables 
are compiled from the annual] Accounts given in by the proper Officers 
to the House of Commons. They are therefore as authentic, and as 
accurate, as any that can be procured on the Subject. It must not, 
however, be disguised, that even these Accounts are not al ther 
to be depended on. Where Duties are to be id, or Bounties re- 
ceived; there they are certainly accurate: But where no Duty 
is to be paid, no Bounty received; the Entries made at the Cus- 
tom-house may perhaps, sometimes, exceed the real Value of Im- 
ports and Exports.” But he points out that, if not always ex- 
actly accurate, these figures are relatively correct, since any tendency 
to overstate the value of items existed throughout the period after 
1722, when “almost all Duties upon the Importation of raw Ma- 
terials, or the Exportation of manufactured Goods, were taken off,” 
and he adds that “there is no Reason to suppose that more unfair 
Fatries have been made at any one, rather than at any other, Time, 
during this whole Period.’’ Whitworth’s figures correspond fairly 

ly with similar contemporary ones oe The Docu- 
mentary History of the State of New York, ed. E. B. O'Callaghan 
[Albany, 1850}, I, 481). 


1724 at the same time that Pennsylvania’s exports to Britain de- 
creased over 50 per cent would seem to indicate that the economic 
recovery in Pennsylvania in 1724 came first in the domestic 
market rather than in the export market. 
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In Table 2 the imports of Pennsylvania from Great Britain are 
compared with the imports of the other British colonies in Ameri- 
ca from Great Britain. Not only are these import figures in terms 
of British pounds sterling but they are based on official values and 
not on market values. The method of computing them was to 


TABLE 2 


INDEXES OF COLONIAL IMPORTS FROM GREAT BRITAIN AND TOTAL 
IMPORTS OF GREAT BRITAIN 


(Average Yearly Imports 1715-19 = 100) 








Virginia Total 
% ‘4 
Pennsy! Steer Wait New and Imports of 


vania England Maryland Britain 





58 
66 
go 
65 
85 
102 
97. 
IOI 
89 
57 
79 
go 
77 
97 
go 
116 
107 
Itt. 
136. 


102 

96 
106 
109 
124 
118 
111 
114 
126 
126 
130 
117 
118 
134 
119 
136 
122 
118 
124 


111 

97 
119 

72 
137 
191 
261. 
144 
169 
135 
220 
200 
189 
183 
246 
221 
278. 
256. 
278. 


95 

84 

99 
130 
124 
149 
148 
138 
144 
119 
154 
135 
160. 
136 
108. 
140 
164. 
165 
150. 


148 
159 
232 
246 
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multiply the volume of trade in each classification by the unit 
price in 1697, though for items not produced in 1697, like new 
fabrics and new kinds of articles, the current prices had to be 
used.®* As has been pointed out, such a procedure gives results 
closely approximating a physical index of trade. 

Because of the conclusions that are drawn from these statistics 
of British imports into Pennsylvania, it may be well to explain 
more fully the importance of such imports to the economy of 
Colonial Pennsylvania. If one makes allowance for the fact that 
British merchandise was usually marked up about 1oo per cent 


63 Bezanson, Gray, and Hussey, op. cit., p. 264. 
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above its English price by the Philadelphia merchants and also 
makes allowance for the difference in the exchange value of the 
British and Pennsylvania money (see Table 3), it would seem that 
the annual value of British imports into Pennsylvania from 1724 
to 1774 was more than twice as much as the total amount of Penn- 
sylvania currency in circulation and was twice as much in value 
as were the total exports of wheat, flour, and bread from the port 
of Philadelphia in the years around 1730 and 1750.4 On the same 
basis, the value in Pennsylvania of the imports from Great Brit- 
ain amounted to about £3 per inhabitant around 1730. With 
unskilled labor in Pennsylvania receiving two and one-half shil- 
lings a day, the per capita imports from Great Britain to Penn- 
sylvania around 1730 were equivalent each year to about twenty- 
five days of unskilled labor.” From such figures it seems probable 
that imports from England represented at least one-fifth of the 
real income of the inhabitants of Pennsylvania. 

The importance of British imports to domestic trade in Penn- 
sylvania is further indicated by the following statement in a 
report in 1752 by a committee of the Pennsylvania assembly ap- 
pointed to investigate, among other things, the “foreign and 
domestic Trade”’ of the colony: “Our domestic or Inland Trade 
is so connected with and dependent on our foreign Commerce, 
that it is difficult to distinguish, or obtain any separate Account 
of it.’’°7 

Conclusions from import figures.—A number of conclusions seem 
warranted from the figures in Table 2 for the imports of the 

+ Pennsylvania Archives (8th ser.), V, 3628-29. 

*s For population figures see n. 69. These foreign trade and population figures 
presumably do not cover exactly the same area. The figures for British imports into 
Pennsylvania probably include the imports into Delaware and into the southern 
part of New Jersey. The population figures for Pennsylvania may include Dela- 
ware (the three lower counties which had the same governor as Pennsylvania) but 
undoubtedly do not include the lower part of New Jersey. In 1723 one New Jersey 
writer estimated that one-fourth of the exports of New York and of Pennsylvania 
consisted of “the Groath of New Jersey”’ (see Archives of New Jersey, V, 96). 

® C. W. Macfarlane, “Pennsylvania Paper Currency,’ Annals of the American 
Academy of Political and Social Science, VIII (July, 1896), 126, and British Board of 
Trade Papers, Proprieties, Vol. XIV, T 25, dated November 23, 17309. 

% Pennsylvania Archives (8th ser.), IV, 3519. 
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various colonies from the mother-country, especially if one also 
takes into account similar figures for exports (not given in Table 
2). First, the imports, the total foreign trade, and presumably 
domestic trade as well, increased in England and New England 
after 1721. Second, in 1723, when Pennsylvania first issued paper 
money, the business depression there was much more severe than 
in other colonies, while England and New England were not then 
suffering from a business recession. Third, in New York, where 
paper money was in circulation and where the pattern of produc- 
tion and commodity trade was very similar to that in Pennsyl- 
vania, the depression of business was much less severe than in 
Pennsylvania. Fourth, trade in Pennsylvania increased to a re- 
markable degree after December, 1723, when the £30,000 cur- 
rency act was passed, the imports into Pennsylvania from Great 
Britain having increased proportionately twice as much from 1723 
to 1726 as in any other colony. One might have expected some 
increase in imports with the export of coin displaced by the paper 
money, to the extent that the export of coin did not represent a 
withdrawal of investments from Pennsylvania or a flight of 
capital. Every one of these four conclusions are supported by the 
contemporary writings which have already been quoted. 

Some further conclusions can be drawn from these figures for 
the foreign trade of the colonies with Great Britain, which must 
have accounted for a considerable part of their total trade, as 
they were so dependent upon Great Britain for manufactured 
products. Imports into Pennsylvania increased rapidly after the 
additional currency issue of £30,000, authorized in September, 
1729." In fact, no other colony experienced such a large increase 
in British imports from one year to the next as did Pennsylvania 
following the two years of currency issues to overcome business 
depressions, in 1723 and in 1729. The total imports of Pennsy]l- 
vania from Great Britain increased more rapidly during the two 
decades following the first issue of paper money there than did the 
imports of any other colony from Britain. This fact lends support 
to contemporary statements that the population of Pennsylvania 


68 See Table 4, p. 353, for a list of currency issues and the amounts outstanding 
at various dates. 
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increased very rapidly—about 50 per cent in the decade following 
the first issue of paper money.” Finally, whereas the business 
recession in 1723 seems to have been confined primarily to Penn- 
sylvania, Maryland, and Virginia, all the colonies seem to have 
suffered fromm a business recession in 1729. 

Opinion in England and the colonies.—Early in 1726 the Lords 
of Trade and Plantations in England informed the Pennsylvania 
authorities that they were only restrained by “Tenderness for 
those Persons into whose Hands the Bills . . . . hav pass’d” from 
placing the paper-money acts enacted in Pennsylvania in 1723 
“before His Majesty to be repeal’d”’ and promised to do just that 
‘if any further Acts [were] pass’d for creating more Bills of 
Credit” to circulate as money.’° 

In the meantime, part of the loans made from the £45,000 of 
currency authorized in 1723 were repaid, so that by 1726 a sum of 
£6,110 thus repaid had been “‘totally destroyed” in accordance 
with the law.” This withdrawal of paper money from circulation 
“did greatly reduce the quantity of the currency,” and the legis- 
lature, “being sensible of the great difficulties the merchants and 
people of Pennsylvania were reduced to in carrying on the trade 
and commerce of the province” and fearing that the “province 
would soon [be] reduced to the same Straits and Difficulties it had 
been under some Time before,”’ passed another currency law on 
March 5, 1726.” This law provided that sums received in repay- 
ment of loans from January 1, 1725, to January 1, 1731, were to 
be reloaned so that a total sum of £38,890 would remain in cir- 
culation until 1731 (see Table 3). 


® The governor, writing on March 15, 1731, to the British Board of Trade, 
stated: “The Inhabitants [of Pennsylvania] have been exceedingly encreased within 
these last ten years... . and ’tis believed within these ten years the Inhabitants 
have encreased above one half of what they were before.’”’ At that time he “guessed 
there may be about Forty five thousand Souls of Whites and four thousand Blacks” 
(see British Board of Trade Papers, Proprieties, Vol. XIII, S 34). 


7 Pennsylvania Archives (1st ser.), I, 186-87. The king had the right to veto any 
act of a Colonial legislature. 


™ Colonial Records, IV, 362. 


” Statutes at Large of Pennsylvania, IV, 197, and Pennsylvania Archives (8th ser.), 
IIT, 1830. 
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This currency act of 1726 was passed before the letter of the 
Lords of Trade and Plantations was received in the colony, so the 
Pennsylvania assembly hastened to assure the lords “that this 
Currency has been so far from proving a Detriment, either to this 
Province or the British Trade, that it has been evidently beneficial 
to both,”?? and the new governor, Patrick Gordon, hoped that 
“their Lordships” would be reconciled to this 1726 act when they 
were 
duly apprized, that the Trade between Britain and this Province has been 
so far from suffering, that it has been manifestly encreased since the Estab- 
lishment of that Currency here; and that more British Goods have been 
imported, more Ships built in this Place for their Merchants, than had been 
for many Years before, ... .74 
He wrote the lords that he had come to America “no wise prej- 
udiced” in favor of paper money, since before embarking for 
Pennsylvania he had frequently heard in Britain “of the Disad- 
vantage a Paper Currency had proved to some of his Majesty’s 
Colonies abroad,” but from the inquiries he had made in Pennsyl- 
vania he was “fully convinced of the Benefits this Province had 
received from those Bills of Credit” and he found “the general 
Inclination of the People of all Degrees to be the same in this 
Case.’’75 

The currency experiment of 1723 in Pennsylvania was con- 
sidered so successful that the legislature in New Jersey hastened 
to follow suit. The governor of New Jersey called the “Represen- 
tatives together in General Assembly to provide Remedies for 
[the] many Hardships which His Majesty’s good Subjects within 
this Colony, lie under, for want of a Currency of Money.” In 
New Jersey, also, the number of “Law-Suits” had increased, and 
the inhabitants had sent “many Petitions” to the governor and 
the assembly for an issue of paper money or some other “Method 
for their Relief.””* The general assembly met late in 1723. After 
“taking into their serious Consideration the Miserable Circum- 
stances of the Inhabitants of the several Counties which they 


73 Pennsylvania Archives (8th ser.), III, 1830. 
14 Ibid., pp. 1789-90. 8 Ibid., p. 1832. 
% Acts of the General Assembly of the Province of New Jersey (1723), chap. Ixxxvii. 
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Represent, for want of a Medium of Trade or Currency of Mon- 
ey,’ the assembly passed on November 30, 1723, an act to issue 
£40,000 of paper money “‘on loan.”’ They passed this act “being 
well Informed of the Relief which the Neighboring Provinces have 
found, in the like Case, by a Paper Currency, and hoping the like 
Effects from it, and finding no other Way to Remedy the Griev- 
ances aforesaid, of His Majesty’s Subjects here.”’”? Delaware also 
followed the example of Pennsylvania, issuing a considerable sum 
of paper money in 1724, which Rawle reports “reviv’d Trade, 
render’d Commerce and Dealing more easie and safe.”’”* 

Those who had opposed the issue of paper money, although 
admitting that it had afforded some temporary relief, thought for 
a time that the experiment would end disastrously. James Logan, 
for example, put the following words in the mouth of a character 
in a dialogue he wrote anonymously in reply to a pamphlet 
written by Francis Rawle: 

To instance first, the Paper-Currency; some say it has been advantagious, 
Relieved the Necessitous, and quickened Trade at home and abroad; and 
many of these are for more (for can we have too much of a good Thing?) 
Others conceive, that the Relief given to one, was by oppressing, if not de- 
frauding another; That as to Trade, they allowed it to have at first View 
such an Appearance; but is a Flash and Deception. They doubt it will have 
such an Effect as the Virginia Plant upon humane Bodies, create a false 
Joy, a Levalto in the Brain, but end in Sickness, Pain, and perhaps Death. 
These urge, That the Building of Vessels and other late Pushes in Trade 
are owing to the Apprehensions Men are under, who must receive their 
Dues in such a Specie as in Time would sink in Value, (according to Presi- 
dents) and were willing to lay it out in Vessels and Goods, while the Project 
was young, and before the Value or Prices altered; and conclude, That all 
will subside again, and for the future be governed by Proportion, and the 
Encouragement or Discouragement which may arise from Freights and 
Markets, &c. That as Foreign Goods rise in Disproportion to our Produce, 
as may reasonably be expected, and is in Part already seen, the Burden 
which at first seem’d to be thrown on others will fall upon the Planter and 
Tradesman.79 


77 Ibid. 

% Ways and Means for the Inhabitants of Delaware To Become Rich (Philadelphia, 
1725), p. 6. 

A Dialogue Shewing, What’s Therein To Be Found (Philadelphia, 1725), pp. 13 
and 14. 
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To this statement Rawle replied: 

.... he may see, if he’ll please to open his Eyes, that Paper-Money will 
at this Time build Vessels, purchase Goods, and serve the other Uses of 
Money, as well as while the Project was young (as he terms it,) and the 
Planter and Tradesman in a concording Harmony will tell him, that Paper- 
Money reviv’d Trade, and freed them from great Difficulties. And I think I 
may place his Prediction of its Downfall amongst some others, that have 
not yet come to pass, and in all Probability never will.* 


Although Logan reported in May, 1723, before the first paper 
money was put into circulation in Pennsylvania, that the colony 
was “‘now reduced to so low a Condition by being drained of 
Money and by a general Decay of Trade,’’** he reported in July, 
1724, upon returning from a sojourn in England, that “Goods 
have sold briskly this year and at good value in paper Money.” 
In November, 1724, Logan wrote to his London agent: 


I am just out of Strowds [a heavy cloth used for blankets and coats] and 
very low in Duffells [a strong and very shaggy cloth] I never vented so many 
In a year before. The Traders talk with great Courage, but I know not what 
to make of it, only if they pay as they expect to do I shall have a large 
quantity of Peltry [to ship to England], Pray supply me however by all 
means as spedily as possible [with Strowds and Duffells].*3 


By the end of 1726 Logan admitted to the Penn family that 
paper money had been “really of Service to the Countrey.”** In 
December of that year he wrote: 


Thou & others will admire [wonder] perhaps to find Coll. Gordon [the new 
Governor] give ia so freely to our Paper Currency, but there must not be 
one word said against it here, and to speak the Truth, it has been of great 
Service to the Countrey.*s 


As will be indicated later, Isaac Norris thought in 1729 that John 
Penn, for political reasons, had better “comply with the time & 
present necessity”’ by permitting the passage of an act providing 


8 A Just Rebuke to a Dialogue betwixt Simon and Timothy, Shewing What’s Therein 
To Be Found, pp. 11 and 12. 

8 Logan to Amos Strettle, May 9, 1723, Letter Book, p. 317. 

& Logan to John Askew, July 30, 1724, ibid., p. 343. 

83 Logan to John Askew, November 12, 1724, ibid., p. 358. 

84 Logan to John Penn, December 12, 1726, Logan Papers, IV, 123. 

8s Logan to Joshua Gee, December 14, 1726, ibid., p. 127. 
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for an additional issue of £30,000 of paper money, which sum, he 
thought, “as our case stands may be advantageous.’ 

However, in 1723 Norris had been very alarmed at the turn of 
affairs in Pennsylvania. In that year he wrote: 

Through the decay of Trade and the forward humour of many People to 
run into Debt many have failed—and one knows not who to trust, And 
these Indescreet (and Some of them) Sluggish Idle people—have by Combi- 
nation begun last year to throw out most of the Usual old Members [of the 
Assembly] and Chosen Such an Assembly as would find any Means to Ease 
them tho manifestly Unjust In order to it they have Raised and Estab- 
lished fifteen Thousand pound of paper bills to pass as Mony .. . . and this 
Mobbish people are again Combining for another assembly which will Raise 
more paper for Unless they can come at Something of less Vallue than they 
borrowed or became Indebted for their End is not answered. This is our 
Miserable Case—which will too probably terminate in the ruin or Great 
Suffering of all the frugal Industrious people who have Obtain’d any Sub- 
stance 

In December, 1723, Norris had written to James Logan that 
“the new Politicians are made to believe that the obnoxious men,”’ 
the well-to-do traders, are the “Cause of our Poverty,” and he 
added: “I told thee no Body Would be able to bound the De- 
signers neither in Mode cr Quantity” of paper money.** Norris 
later said that, if the issue of paper money had been “‘to help the 
Defect of Cash” by making “‘a small sum for the Conveniency of 
our home market & small payments, & we could prevent an 
Increase I should like it,”’ but he thought that “the people would 
never cease’ to demand more paper money and he believed that 
“a levelling principle was at the Bottom with the Crafty & 
designing.’”’*® He charged that “Lyes are their refuge—Privilege 
& power are to be strain’d till the strings break in order to Intro- 
duce a Change.’’®° 

In 1725 Logan gave the stock conservative argument that aid 
for the rich is the best way to help the poor, when he wrote in a 
pamphlet ridiculing a recent pamphlet by Rawle: 

* Norris to John Penn, April 30, 1729, Letters, 1716 to 1731, p. 525. 

*? Norris to Mord Maddock, September 23, 1723, ibid., p. 338. 

*§ Norris to James Logan, December 16, 1723, ibid., p. 364. 

** Jbid., and Norris to John Penn, April 30, 1729, ibid., pp. 523 and 524. 

9° Ibid. 
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And here I cannot but lament and wonder at the prevailing Politicks of 
late to cry out against Merchants and rich Men (alas we have too few) and 
at the same Time talk and bluster of promoting Trade and Navigation. 
Every Body that knows any Thing of the Matter, knows that these can 
never be carried on to general Benefit, without Men of good Stocks [funds], 
with Skill and Ability for the Purpose 

These [well-to-do traders willing to take risks] are in the Sense I am 
speaking, Agents or Servants of a Country; if they thrive and reside in it, 
the Country has the Gain, and it will disperse. 


Norris was so afraid that the paper-money experiment in 
Pennsylvania would end in injustice, “attended with Gross an- 
archy & Confusion,” that he warned Englishmen whose invest- 
ments he was administering that their funds were in danger, and, 
on his own initiative, he liquidated the investments of some in 
order to return their funds to them in England.” Norris also be- 
gan to send some of his own funds to England for investment as 
the “preservation of property [is] so much disregarded by Some 
(yet Selfish men) in power here.’ Norris wrote to his London 
agent in connection with this flight of capital or transfer of funds 
abroad: “I would lodge a part of my Estate in such a manner that 
while the present Good Establishment in our mother Country 
remains as I hope it Always will, for mine when we think or Speak 
of a Shilling may know what it means.’’%4 

Course of exchange rates.—Perhaps such “flight of capital” from 
Pennsylvania played a minor role in the rise of the exchange rate 
on England and helped to make paper money “‘the only Specie” 
in the colony. Table 3 indicates the amount of Pennsylvania cur- 
rency necessary to buy £100 of English money in Philadelphia 
at various times. 

The first issues of paper money in Pennsylvania were put into 
circulation at least by September, 1723 (the act was passed on 
March 2, 1723), when Norris reported that paper was the only 


% A Dialogue Shewing, What’s Therein To Be Found, pp. 32 and 33. 

% Norris to Mord Maddock, September 23, 1723, Letters, 1716 to 1730, p. 338; 
Norris to Anne Coaksley, July 30, 1724, ibid., p. 383; Norris to John Penn, April 30, 
1720, ibid., pp. 523 and 524. 

93 Norris to John Askew, February 15, 1724, ibid., p. 370. 

94 Ibid. 
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money in the colony, gold and silver being sold as commodities 
“for Shipping off.’ The exchange rate rose slightly between July 
and September, 1723. Some time after the second issue of £30,000 
(authorized on December 12, 1723) Norris reported that it was 
“very Difficult to procure Bills” of exchange, though both Norris 


TABLE 3* 


EXCHANGE RATE ON LONDON: NUMBER OF PENNSYLVANIA 
POUNDS FOR £100 STERLING 


(Silver par= 1334) 








Date or Period Exchange Rate Date or Period Exchange Rate 





November, 1721 143.0 October, 1725 153.33 and 
November, 1722 137.5 155.33 
July, 1723. 137.5 May, October, and 
September, 1723 143.0 December, 1727...| 150.0 
December, 1723 135.33 and 1728...] 150.0 
136.33 1729...| 150.0 
7 
a 
I 
0 


July, 1724 ...]| 143.0 1730...] 151 
September, October, 1731.. 153 
and November, 1724] 148.5 and 1732...| 161 
149.5 1733---| 165 
First three quarters of 
148.5 and 
149.5 

















* Sources: Logan to John Stork, November 14, 1721, Letler Book, 1717 to 1731, p. 222; Logan to 
John Andrews, November 109, 1721, #bid., p. 227; Logan to Sam Stork and to John Stork, November o, 
1722, ibid., pp. 284 and 288; Logan to Timothy Storbess, November 13, 1722, ibid., p. 294; Logan to 
a Andrews, i ly 4, 1723, tbid., P: 326; William Keith to British Board of Trade, Proprieties, 

Jol. XI, R 47; Norris to Ann Coaksley, September 23, 1723, Letlers, 1716 to 1730, p. 337; Logan to 
John Askew, July 30, 1724, ibid., p. 343; Norris to Richard Champion, September 3, 1724, tbid., 
p. 391; Norris to Robert Price, October 31, 1724, ibid., pp. 395 and 396; Logan to William and L. 
Aubry, November 9, 1724, ibid., p. 357; Archives of the Siate of New Jersey (1st ser.), pp. 154 and 155; 
A. Bezanson, R. D. Gray, and M. Hussey, Prices in Colonial Pennsylvania (Philadelphia, 1935), p. 431, 
for the years 1727-33. 


and Logan had made the same complaint in 1721 before any 
paper money had been issued.” In fact, the exchange rate was no 
higher in July, 1724, some time after the second issue of paper 
money, than it had been in 1721. Both Logan and Norris stated 
that gold and silver were entirely withdrawn from circulation 
after the second issue of paper money, though at the end of July, 
1724, Logan stated that gold was then “‘so Scarce that my family 
in my absence have not received the value of £5 of it for every 


9s Norris to Mord Maddock, September 23, 1723, ibid., p. 338. 


% Norris to Ann Coaksley, July 30, 1724, ibid., p. 383; Norris to John and Ann 
Clark, September 10, 1725, ibid., p. 443; Norris to Charles Loyd, November 12, 
1721, ibid., p. 277; Logan to John Andrews, November 19, 1721, ibid., p. 227. 
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hundred pounds in paper.”’®? Gold and silver continued to be im- 
ported into Pennsylvania; Norris stated in June, 1727, that the 
best way to acquire bills of exchange was “first to Endeavor to 
purchase Gold or Silver as any happens to be Imported or can be 
procured at the Easiest Exchange we can.””** Various merchants 
stated that bills of exchange could only be purchased with gold or 
silver and seldom, if ever, with paper money.% 

Currency issues.—Changes in the amounts of Pennsylvania 
currency outstanding are indicated in Table 4. The dates given 
in the table are the dates on which the currency acts were passed 
rather than the dates on which the currency was actually put into 
circulation. The figures for the total authorized issue really rep- 
resent the difference between the amount of currency issued and 
the amount of currency retired and burnt each year. In August 
and September of each year, when repayments on loans were 
heavy, the full amount of money authorized was not in circula- 
tion, because some of the currency repaid remained for a short 
time in the hands of the loan-office commissioners. However, the 
commissioners soon reissued the sums paid as instalments on the 
principal of loans. A committee of the assembly reported in Au- 
gust, 1752, that “the yearly Quotas [repayments of principal] are, 
as fast as paid in, re-emitted to other Borrowers,” for 
during many Years past, through the Smallness of the Sum to be from Time 
to Time re-emited, not only those admitted to borrow were obliged to be 
content with Small Proportions, but many who could give ample Security, 
have been delayed and disappointed. Even at this present Time, though 
Applications by failing of Success have been so much discouraged, we are 
informed there are no less than 1000 Appliers on the List, who wait their 
Turn to be supplied." 


The figures for the total authorized issue in 1724, 1725, and after 
1755 may not be entirely accurate. They have been calculated 


97 Logan to John Askew, July 30, 1724, ibid., p. 343; Norris to Ann Coaksley, 
September 23, 1723, ibid., p. 337. 

%8 Norris to John Clark, June 3, 1727, ibid., p. 491. 

% Norris, ibid., pp. 395, 396, 399, 452, and 491; Samuel Powel, Jr., to Nicholas 
Witchell, October 16, 1728, Letter Book, p. 57 and to John Bell, ibid., November 6, 
1733- 

100 Pennsylvania Archives (8th ser.), IV, 3519-20. 
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from the annual audits and reports to the assembly, and in those 
reports the figures for the amounts of currency retired and burnt 


TABLE 4* 


PENNSYLVANIA CURRENCY ISSUES AND AMOUNTS 
OUTSTANDING PRIOR TO 1775 








Amount of Total Author- 
Date of Act Issue ized Issue 
(In Pounds) (In Pounds) 
March 2, 1723.... 5 acahartnaly at 5 15,000 
ce 9 44,915 
December 12, 1723...... ; 38,015 
March 5, 1726f. ‘i ; : POS EERE 38,800 
May 10, 1729...... : 68 , 890 
May 18, 1739 , : ; 80,000 
85,000 
84,500 
on 29 84,000 
June 24, 1746... ; - s 83, 500 
82,500 
81,500 
April 1, 1 ; a ‘ 96,000 





177,510 
March 10, 
June 17, 1757. 1757 263,899 
April 22, Boe 1758 335,578 
April 17, ees 1759 407 ,884 
April 12, “ ; 1760 485,782 
{1761 459,462 
|1762 432,212 
i i 1763 410,703 
May 30, 1764...... \ 1764 456,000 
Bes: 432,235 
1766 408,571 
May 20, 1767..... 20,000 1767 395,170 
1768 366 ,626 
February 18, 1769. ... 30,000 1769 367,474 
\1770 343,503 
March 9, 1771... 15,000 1771 328,045 
March 21, 1772..... ; 25,000 1772 319,971 


February 26, 1773 162,000 {1773 459,023 
\1774 421,709 














* Sources: Henry Phillips, Historical Sketches of the Pa Currency of the American Colonies 
Roxbury, Mass., 1865), pp. 37-45; Pennsyloania Archives (8th ser.), VII, 5649, 5650, 5785-86, 5920, 
6053, 6231-39, 6266, 6428, 6564, and ibid., VIII, 6711, 6888-89, 7016, 7138-39. 


t Stopping retirement of 1723 issues. 

t Circulating bills. 
are on a fiscal-year basis (from August to August and, after 1764, 
from July to July). Therefore, the figures represent the amount 
of currency outstanding in the latter part of each year. 
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Changes in prices.—If one follows a curve indicating the 
changes in the price level from month to month in Pennsylvania 
in the 1720’s, one finds that the movements of prices correspond 
very closely with changes in the quantity of money in circulation. 
An excellent index of the “average monthly wholesale prices of 
twenty commodities in Philadelphia” from 1720 to 1775 has 
recently been constructed by a group of economists at the Uni- 
versity of Pennsylvania, based on a detailed study of prices in 
Colonial Pennsylvania.'* The years 1741-45 are used as a base. 
This price index has a downward trend during 1720, 1721, and the 
first half of 1722. From July, 1722, to July, 1723, there was com- 
paratively little change in the average of prices. The first paper- 
money issue of £15,000 was to be ready to loan out within two 
months after May 11, 1723;'* the loans were quickly made, since 
there were not sufficient funds to satisfy all the would-be bor- 
rowers. From a low point of 84.7 in July, 1723, the index of prices 
rises to 92.3 in September and 95.0 in November of 1723. The 
notes for the next currency issue were to be “made and prepared 
before the first day of the month March,” 1724. From a low point 
of 88.4 in May, 1724, the price index rises to 98.9 in September, 
1724, and to a peak of 115.7 in September, 1725. By 1726 the 
money in circulation had been reduced from £45,000 to £38,880, 
at which figure it remained until May, 1729. Since trade was ex- 
panding, prices tended to fall in 1727, 1728, and 1729 to a low of 
95.1 for the index in May, 1729. In that month an additional issue 
of £30,000 was authorized, and the index of prices rose again to a 
peak of 107.1 in January, 1730. In Table 5 the yearly index of the 
wholesale price level in Philadelphia is compared with a recently 
constructed index for the cost of living in England. This table 
indicates that prices fell farther from 1720 to 1722 in England 
than in Philadelphia, but failed to rise as rapidly in England 
during the years 1723-26 as they did in Pennsylvania, where 
paper currency was then in circulation. Also, there was a down- 
ward movement in prices in Pennsylvania during the period from 
1726 to 1729, when a reduced amount of currency was in circula 

tot Bezanson et al., op. cit., p. 425. 

102 Siatutes at Large of Pennsylvania, ITI, 324. 
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tion. The exchange rate on England also fell slightly, indicating 
a rise in the exchange value of Pennsylvania money. With,the 
issue of paper money in Pennsylvania in 1729, prices rose again, 
whereas they fell sharply in England from 1729 to 1730. 

Indexes of the price of wheat and flour, then the most impor- 
tant exports of Pennsylvania, are given in Table 6. This table 


TABLE 5* 


INDEXES OF WHOLESALE PRICES IN PHILADELPHIA 
AND COST OF LIVING IN ENGLAND 
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indicates that the price of wheat rose rapidly in Philadelphia from 
1723 to 1724, while there was no rise in its price in Boston in terms 
of silver and no comparable rise in London, England. Monthly 
indexes for the price of wheat in Philadelphia show that the price 
began to rise in February, 1724, and reached a peak in April, 
1725. The price of flour also rose sharply throughout 1724. Fur- 
thermore, the rise in the price of wheat and flour was relatively 
more rapid in Philadelphia from 1723 to 1726 than in Boston or 
London. Both wheat and flour declined in price in Philadelphia 
from 1725 or 1726 to 1728, a period when the currency in circula- 
tion was somewhat reduced in amount, yet in London both com- 
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modities rose sharply in price during that period. The prices of 
wheat and flour in Philadelphia in 1729 and 1730, after the 
£30,000 issue of currency in 1729, were relatively much higher 
than in Boston, and also than in London, where the prices of both 
commodities fell very sharply after 1728. 
TABLE 6* 
INDEXES OF PRICES OF WHEAT AND FLOUR 


(Price in 1720 = 100) 
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* Sources: Bezanson e¢/ al., op. cit., p. 422; Ruth Crandall, “Wholesale Commodity Prices in Boston 
during the Eighteenth Century,” Review of Economic Statistics, XVI, No. 6 (June, 1934), 121. The in- 
dexes of London prices are based on original figures taken from the Admiralty Accounts and Treasur- 
ers’ and Contract Ledgers. The figures were supplied to the author by Elizabeth W. Gilboy, Com- 
mittee on Research in the Social Sciences, Harvard University. 

t Deflated by the price of silver in Boston. 

Logan reported that land values also rose with the issue of 
paper money. Whereas in 1723 he wanted his English landlord to 
reduce his rent, in 1724 he hastened to take out a three-year lease, 
as he explained to the landlord, “‘at the same Rent for tho Lands 
and Houses were much faln in value here before I went to England 
[in August, 1723] as I particularly wrote to thee, yet our Paper 
Money makes it up in some measure since the last Quantity was 
Struck and therefore I desire to make no further words about 
it.’’#°3 


13 Logan to T. Story, October 25, 1724, Letter Book, p. 354. 
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Conclusions on 1723 issues.—From the available statistics and 
the comments of contemporary writers, there can be little doubt 
that the currency issues of 1723 played an important part in the 
remarkable recovery of business in Pennsylvania from 1723 to 
1726. Prices in Pennsylvania rose more rapidly from 1723 to 1726 
than they did in England. Property values also recovered with 
the issues of paper money. The resulting rise in the price level 
relieved debtors, merchants, and producers, by helping to restore 
profit margins. Furthermore, loans of paper money at 5 per cent 
interest tended, for the time being, to lower the rate of interest 
in Pennsylvania, which had been at 8 per cent; and, as the as- 
sembly pointed out, the interest paid by the borrowers from the 
Pennsylvania Loan Office was sufficient to defray practically all 
the expenses of the Colonial government. 

With regard to the colony’s income from the loan office, Gov- 
ernor Gordon wrote to the British Board of Trade in March 1731: 

By the Emission of a Paper Currency in this Province, an annual Interest 
arises thereon amounting to near three Thousand pounds this Currency 
which with a small Excise on Spirits not amounting to One thousand pounds, 
yearly raise together a Sufficiency to answer all the present Exigencies of 
this Government.** 


The historian, Charles P. Keith, claims that 


to this reduction of taxation to a minimum, merely some duties on a few im- 
ports, so that it was many years before another levy on land or wealth or 
poll tax was laid by the central government of Pennsylvania, is due the 
stride made by the colony in population and wealth." 


Had Pennsylvania remained on the gold-and-silver coin stand- 
ard, it seems likely that business there would not have revived 
much until a year later (1724-25) when the price of wheat began 
to rise rapidly in England and in Boston in terms of silver. Even 
then the business advance probably would have been much less 
rapid than it actually was, for prices rose considerably in Pennsyl- 
vania from 1724 to 1726, whereas in England they were about the 
same in 1726 asin 1724. Judging by the figures for Pennsylvania’s 


'°4 British Board of Trade Papers, Proprieties, Vol. XIII, S 34. 
'°S Chronicles of Pennsylvania from the English Revolution to the Peace of Aix-la- 
Chapelle, 1688 to 1748 (Philadelphia, 1917), II, 674. 
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trade with England and the statements of Colonial officials, the 
recovery in Pennsylvania in 1724 seems to have been a recovery 
of the domestic market stimulated by currency issues rather than 
a business revival resulting from an increased foreign demand for 
the exports of Pennsylvania. 

The recovery of industry in Pennsylvania that followed the 
first issues of paper money seems to have been a “sound”’ re- 
covery. Inflation and runaway speculation did not occur, as some 
“sound money” economists predict will happen under such cir- 
cumstances. The recovery seems to have been as “natural” as it 
would have been had the colonists patiently waited for “natural 
forces’ to start the wheels of industry again. It is, of course, 
rather difficult to bring on an extremely rapid rise in prices during 
a business depression, when much of the country’s productive 
capacity is idle. The well-known inflations in history have oc- 
curred in connection with wars and not in connection with depres- 
sions. 

PAPER-MONEY ISSUE OF 1729 

Currency circulation in the colonies —By a remarkable coin- 
cidence, none of the American colonies increased the amount of 
their currency in circulation during the years prior to 1729, except 
Rhode Island, where the currency was increased about £22,000 
from 1726 to the middle of 1728. Even in Rhode Island the quan- 
tity of currency outstanding decreased from the middle of 1728 
to the middle of 1733. From 1724 to 1729 the amount of paper 
money in circulation declined in New York, New Jersey, Dela- 
ware, Pennsylvania, South Carolina, Connecticut, and New 
Hampshire. In North Carolina the amount of currency outstand- 
ing remained fixed from 1722 to 1729, as it did in Pennsylvania 
from 1726 to 1729. The quantity of Massachusetts currency in 
circulation declined progressively after 1726, until in 1741 the 
amount in circulation was fully 50 per cent less than in 1726. 
The quantity of New Hampshire’s currency in circulation de- 
clined over 20 per cent from 1727 to 1736, while the amount of 
Connecticut currency outstanding decreased almost 60 per cent 
between 1727 and 1730 and over go per cent between 1724 and 





CURRENCY ISSUES IN PENNSYLVANIA 359 


1736.°%° This marked reduction in the total amount of money in 
circulation in the American colonies from 1724, and especially 
from 1726, to the middle of 1729 is all the more significant in view 
of the fact that the population in the colonies was increasing 
rapidly at that time. 

The only colonies to increase the amount of their currency in 
circulation in 1729 were Pennsylvania, Delaware, and North 
Carolina. New Jersey, Rhode Island, and Maryland followed next 
by making large new issues of currency in 1733. 

At the same time that the quantity of currency in circulation 
was being reduced prior to the middle of 1729, so were Colonial 
purchases—at least of British goods. As Table 2 indicates, Brit- 
ish imports into Pennsylvania, New York, and New England 
declined about 20 per cent from 1728 to 1729, and in Virginia and 
Maryland the decline was about 36 per cent. Indeed, imports 
from Great Britain to Virginia and Maryland even declined 11 
per cent from 1727 to 1728. At this time Maryland and Virginia 
were the only colonies that were not on a paper-money standard. 

In view of these facts, it is not surprising to find the Maryland 
legislature complaining in the middle of 1729 that “the Effects of 


the Scarcity of Gold and Silver in this Province, are very sensibly 
felt by the Inhabitants thereof.’*°? In October, 1729, the gov- 
ernor of Maryland wrote: 


‘6 For data on the amount of currency in circulation in the different colonies see: 
for Connecticut, British Board of Trade Papers, Proprieties, Vol. XIV, T 30; for 
Delaware, ibid., T 25; Massachusetts, A. McF. Davis, “Introduction” in Colonial 
Currency Reprints, 1682-1751 (“Publications of the Prince Society” [Boston, 
1910]), pp. 69-70; New Hampshire, C. J. Bullock, Essays on the Monetary History 
of the United States (New York, 1900), pp. 215-25; North Carolina, ibid., pp. 135- 
36; New York, J. H. Hickcox, A History of the Bills of Credit or Paper Money Issued 
in New York (Albany, 1866), pp. 22-27; New Jersey, Documents Relating to the Colo- 
nial History of the State of New Jersey, Vol. XV: Journal of the Governor and Council, 
1738-1748, pp. 106-8; Rhode Island, E. R. Potter, “A Brief Account of Emissions 
of Paper Money Made by the Colony of Rhode Island” in Historical Sketches of the 
Paper Currency of the American Colonies, ed. Henry Phillips (Roxbury, Mass.. 1865), 
p. 120; South Carolina, “An Account of the Rise and Progress of the Paper Bills of 
Credit of South Carolina... . ,” Statutes at Large of South Carolina, TX (1841), 
775-78. 


"7 Archives of Maryland, XXXVI, 4609. 
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New York, Pennsylvania &c are vastly improved in foreign Trade, as 
well as home Manufactures, by a Paper Currency; it is that, in lieu of Spe- 
cifick Coin, which seems, to give life, Expedition, and Ease to trade and 
Commerce ...., they [the above-mentioned colonies] are daily growing 
more and more populous, and are supposed to Increase as proportionably in 
Credit and riches; In Virginia and Maryland, the Case is much otherwise; 
.... For the people [of Maryland] are impatient for some kind of Relief in 
their Circumstances." 


Although in the colonies other than Virginia and Maryland 
imports from Great Britain rose from 1727 to 1728 (the rise was 
17 per cent for Pennsylvania), it may well be that the slump of 
1729 actually began in most colonies in 1728. The Colonial mer- 
chants sent their orders for British goods some months before 
actual shipment of the goods from England, or they sold English 
merchandise in the colonies on consignment. Consequently, it 
took a considerable period of time for English exports to adjust 
to market conditions in the colonies. Statistics of English imports 
into a colony, therefore, reflect only with a substantial lag the 
actual business conditions in that colony. 

Business conditions in Pennsylvania.—Early in 1728, trade in 
Pennsylvania again began to decline. An important Philadelphia 
merchant, Samuel Powel, Jr., wrote on January 1, 1728: “The 
pay here grows worse than when I Left Philadelphia [for a visit to 
England] and Goods Sell Lower.’’'*? 

In February, 1728, the following statement on business condi- 
tions appeared in the Pennsylvania Gazette: 

Money here seems very scarce. Trade has been long in a deep Consump- 
tion, her Nerves relax’d, her Spirits languid, her Joints have grown so feeble, 
that she has had of late so terrible a Fall that she now lies bleeding in a very 
deplorable condition. ’Tis said several eminent Physicians have prescrib’d 
to restore her to her pristine Health, but in vain. But we are not without 
Hopes the President of the College will exert his utmost Skill, when ’twill not 
be doubted but she will recover her former Health Strength and Beauty."° 


108 Tbhid., XXV, 602-3. 
09 Samuel Powel to David Barclay, January 1, 1728, Letter Book, Vol. I: 1727- 
1739, p. 8. (MS at Historical Society of Pennsylvania.) 


10 Pennsylvania Gazette, No. IX, February 18, 1728. 
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By April, 1728, the inhabitants in various sections of the colony 
were petitioning the Colonial legislature for an increase in the 
amount of paper money. For example, the legislature received a 
Petition of many of the Inhabitants of the City and County of Philadelphia, 
setting forth, that when the Bills of Credit passed in the greatest Plenty, 
the Trade of the Province increased, and our Produce kept up to a living 
Price; but since Part of the said Bills are sunk, the Trade begins to languish; 
and altho’ the Quantity of the Bills, when emitted, might then be sufficient 
to circulate the Trade of this Province, yet the said Trade has, by the good 
efiects thereof, been increased, as well as the Number of the People; and 
consequently the Trade must be reduced, the Manufactures lie on Hand, 
the Navigation discouraged, without a farther Addition to the Quantity 
of currency in circriation; therefore humbly pray, that a Bill may be 
brought in for increasing the Sum to Sixty Thousand Pounds.™ 


In May of 1728 Powel reported: “Our pay here is grown So 
Exceedingly bad that no business is to be done,’”"* and in June 
he wrote to his agent in England: “Our pay is So very backward 
that it discourages me from being So largely Concerned [in pur- 
chasing merchandise] as I otherwise would with thee.” Ap- 
parently, business continued to decline throughout 1728 in 
Pennsylvania. In October of that year Powel wrote in three dif- 
ferent letters to England: 


.... the pay is So bad that I am quite discouraged from adviseing thee 
to send any thing more this way (at least to me).™4 


Pay here was hardly Ever So bad as now."5 


I wish thee knew as well as I do the difficulty that now Attends doing 
business here. The pay is grown So very bad by our being Excedingly 
overdone with English Goods that if we Sell at 6 mo. Credit it is well if wee 
Can depend on being paid for them in 12 or 15 mo. and Sometimes it is 
much longer."® 


In 1729 the business slump apparently became worse in 
Pennsylvania. In February, 1729, Powel wrote to a London 


" Pennsylvania Archives (8th ser.), III, 1876. 

"2 Powel to Nicholas Witchell, May 4, 1728, Letter Book, I, 24. 
"3 Powel to David Barclay, June 28, 1728, ibid., p. 45. 

"4 Powel to Nicholas Witchell, October 16, 1728, ibid., p. 57. 
"Ss Powell to Robert Willan, October 4, 1728, ibid., p. 48. 

" Powel to Jacob Wyam, October 16, 1728, ibid., p. 58. 
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agent: “. ... but pay Comes in very Dully; I would have thee 
send no more Goods untill I write for them.’*’ In April he re- 
ported: “Pay Grows worse with us Every day; I do not know 
what it will come to at last.’’"* And in two letters in May he 
wrote: “Pay here is worse than Ever and our Town is Exceed- 
ingly Glutted with Goods.’’"® “. . .. our Town never was so much 
Glutted with Goods as now and the pay grows worse.’’”° 

Currency legislation.—On May 10, 1729, a bill to issue an addi- 
tional sum of £30,000 was passed in Pennsylvania, although the 
additional notes were not to be issued and put into circulation 
before September 15, 1729. This interval of four months between 
passage of the bill and issuance of the notes was to allow sufficient 
time for the act to receive the approval of the king. The paper- 
money act of 1729, like the acts of 1723, had occasioned con- 
siderable debate. Benjamin Franklin was one of the leading ad- 
vocates of an additional issue of paper money at this time. He 
later wrote: 

I was on the side of addition, being persuaded that the first small sum 
struck in 1723 had done much good by increasing the trade, employment, 
and number of inhabitants in the province, since I now saw all the old houses 
inhabited, and many new ones building; whereas I remembered well, when I 
first walked about the streets of Philadelphia [in 1723], eating my roll, I 
saw many of the houses in Walnut Street, between Second and Front Streets, 
with bills on their doors, ‘“‘To be Let,’”’ and many likewise in Chestnut 
Street and other streets, which made me think the inhabitants of the city 
were, one after another, deserting it. 

Our debates possessed me so fully of the subject, that I wrote and printed 
an anonymous pamphlet on it, entitled, The Nature and Necessity of a Paper 
Currency. It was well received by the common people in general; but the 
rich men disliked it, for it increased and strengthened the clamour for more 
money; and, they happening to have no writers among them that were able 
to answer it, their opposition slackened, and the point was carried by a 
majority in the House. My friends there, who considered I had been of some 
service, thought fit to reward me by employing me in printing the money; 


"7 Powel to David Barclay, February 7, 1729, ibid., p. 67. 
"18 Powel to John Askew, April 14, 17209, ibid., p. 84. 

™9 Powel to John Askew, May 16, 1720, ébid., p. 86. 

2° Powel to David Barclay, May 16, 1729, ibid., p. 88. 
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a very profitable job, and a great help to me. This was another advantage 
gained by being able to write. 


Isaac Norris was one of the “rich men” to whom Franklin re- 
ferred. A week before the 1729 currency act was finally passed, 
Norris wrote to John Penn: 


Paper Currency is now the whole bent, & the People are made to believe 
the Country is ruined without an increase; all their wants & necessities are to 
be relieved by it. They cannot nor will not See that the poorness of Marketts 
abroad occasions the Low price of our commoditys, & makes mony scarce." 


He told Penn that Governor Gordon was “Extremely Embar- 
rassed’”’ by the paper money act and did “all in his power’’ to 
oppose it, “the Extreamity of a flat Denial Excepted.” Norris 
wrote that “after the best Endeavours to Lesson the sum, amend 
the form and gain so much time for Issuing as may in Degree pay 
Deference to Instructions & the Order from the [British] board 
of Trade, prudence led everybody” to agree to the act. Norris 
explained to Penn that despite “apprehensions, or the 1/1 Opinion 
I have had of paper currency in any Country, now we unhapily 
have it, & it hath thrown out of use & sight all the silver and Gold 
I cannot see it possible for us to do without it, . . . . untill trade 


may turn the ballance in our favour so as to procure specie to 
substitute in its room.’’ He advised Penn to consider whether 


you also will not think it most prudent to comply with the times & present 
necessity, and we hope if a greater sum or further adition can be prevented 
the sum now proposed, as our case stands may be advantageous & the pass- 
ing the Bill with your Concurrence take off your Enemys from one of the 
most formidable handles whereby to make head against your Interest." 


Governor Gordon had publicly declared many times that he 
was a true and sincere friend of the Pennsylvania currency, and 
two months before the passage of the act of 1729 he told the 
assembly : 

"1 Autobiography (1895 ed.), pp. 129-31. Franklin printed all the paper money 
issued in Pennsylvania from 1729 to 1764 (see H. Phillips, “Sketch of Pennsylvania 


Paper Money,” in Historical Sketches of the American Paper Currency (Roxbury, 
Mass., 1865], p. 18). 


™ Norris to John Penn, April 30, 1729, Letter Book, 1716-17 30, pp. 523-24. 
"3 Ibid., p. 525. 
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That there is Occasion for more of that Currency amongst us, I am fully 
persuaded; .... 

=a And as the whole Country seems unanimous in what is now before 
us, the Desire of an Addition to our Bills of Credit, and I have the Pleasure 
to observe, there is not one Person I advise with, who agrees not with me in 
the same real Inclinations to promote it; . . . ."4 


Upon passage of the act, the Pennsylvania assembly wrote as 
follows in a “‘Humble Address”’ to the Penn family: 


We the Representative of all the Freemen in this your Province, .... 
found ourselves obliged, by the loud and uncommon Cries of the whole Coun- 
try, to take into Consideration the State of our Currency, and the universal 
Complaints of the Scarcity thereof amongst all Ranks of his Majesty’s 
Subjects here: And it evidently appeared to us, that by the great Increase 
of the Inhabitants, the Bills of Credit, which some Years since were issued, 
being diffused into numerous Hands, fall very far short of being sufficient to 
answer the Ends of a Medium of Commerce for making the Requisite Pay- 
ments in Business; by Reason whereof Trade seemed to be almost at a Stand, 
Manufactures were discouraged, and the whole Country languished. We 
therefore finding ourselves under a Necessity, in Discharge of the Trust re- 
posed in us, for removing these heavy Pressures, to make a farther Provision 
of that Currency, by emitting the Sum of Thirty Thousand Pounds more, 
to be issued on Loan, as formerly, on a double Security of a clear Estate in 
Lands or Houses, at the annual Interest of Five per Cent. and to be wholly 
sunk in the Term of Sixteen Years. 

We are very sensible, may it please our Proprieties, of the strong Preju- 
dices that have been taken up against this Sort of Currency 
Experience be allowed to be the surest Instructor, it is now manifest, from 
indisputable Proof, after Six Years Trial of this Currency amongst us, that 
nothing has ever so much contributed to advance Trade, Navigation, the 
Price of Lands, and the general Interest of the whole Colony; for we may 
very justly say, that the Effects of it were no less visible amongst us, than 
those of a plentiful Shower of Rain to the Earth, after it had lain long 
parched and dried up for want of Moisture. Nor from that Experience does 
it appear, that any one Inconveniency worth mentioning has ensued."s 


The Pennsylvania Gazette commented on the passage of the 
paper-money act as follows: 


144 Pennsylvania Archives (8th ser.), III, 1933, 1935, 1963. See also the statement 
(supra) of the governor in favor of the Pennsylvania currency shortly after his ar- 
rival in the colony. 


"8 Pennsylvania Archives (8th ser.), III, 2477-78. 
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We have the agreeable News to acquaint our Country-Readers with, that 
our Right Honorable Governor has Graciously condescended to pass an Act 
for Thirty Thousand Pounds more of Paper-Currency, . . . . 

As this extraordinary Goodness of his Honour did more than ordinary 
affect the Publisher hereof [Samuel Keimer], even into Tears of Joy, so ’tis 
earnestly hop’d, (considering the Great Opposition made against Paper- 
Currency at home) it will fill every considerate Person with the utmost Re- 
spect, Honour, Love and Obedience to Him, his Council, &c. and that all our 
Party-Feuds will henceforth vanish, and all our Strife be to love and assist 
one another; then while other Parts are under the Chastisement of Heaven, 
as several now are, we shall flourish under the Blessing of Providence, as 
formerly. 

’Tis very remarkable and worth Observation by all, that during this late 
Scarcity of Money several Gentlemen of the Law have prevented any Actions 
being brought against honest Traders, (to their everlasting Honour be it 
spoken,) and that the Number of Writs on the Docket have been consider- 
ably less of late than in distant Times when Money was more Plenty. 


Business conditions following 1729 issue.—In September, 1729, 
the month when the lending of the new currency issue was to 
commence, Powel wrote to his agent in London: 

People are now grown So very backward in their payments that trade is 


hardly worth following and Indeed I Cannot advise thee to Send me any 
more goods unless thee will order thy remittances per the West Indies.’ 


But toward the end of the year Powel found that business condi- 
tions had improved in Pennsylvania. In November he wrote: 


.... If I could have foreseen the great alteration there has happened in 
the price of nails within this Six months I would have sent for a good parcell; 
they are now got to 9 d Currant and if no great Quantities come will not be 
under, but there is no Dependence on that."”8 


By January, 1730, Powel was still more optimistic and wrote to a 


London agent: 

If thee ships them [various commodities listed] I would not have thee miss 
the first opportunity for thy not Sending those I last ordered is a disappoint- 
ment, they being much wanted here."”9 

%® Pennsylvania Gazette, No. XXI1, May 15, 17209. 

"7 Powel to John Askew, September 30, 1729, Letter Book, I, 104. 

"8 Powel to Thomas Plumsted, November 8, 1729, ibid., p. 111. 

™ Powel to Thomas Caney, January 8, 1730, ibid., p. 132. 
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The revival of business late in 1729 and in 1730 is reflected in 
the figures for imports of British goods into Pennsylvania. From 
1729 to 1730 such imports increased no less than 63 per cent—an 
increase far exceeding that in any other colony. The figures for 
New York, where there were no new currency issues at this time, 
even show a slight decrease (see Table 2). 

The prosperity resulting from the currency issue of 1729, how- 
ever, lasted only about a year. In 1730, Pennsylvania had “the 
greatest Crop that ever was raised’’ there, while at the same time 
there was then “‘no demand in Europe”’ for wheat, or likely to be 
any in the near future."®° From August, 1730, to January, 1731, 
the price of wheat in Pennsylvania fell from 4 shillings to 2} 
shillings a bushel.'** In a speech to the assembly in January, 1731, 
the governor said: 

.... It hath pleased God this last Year to bless not only these Parts of 
America with a very plentiful Harvest, but also, as we hear, most of the 
Countries in Europe, which of Course has put a Stop to their Demand for 
our Produce; it therefore naturally follows, that our own Provision must be 
low. We ought however, as Plenty of the Earth has ever been held one of 
the greatest Blessings of Heaven, not only to acquiesce, but be humbly 
thankful for our present Affluence; yet as many may by this Means be 
pinched by a Stagnation of the Currency, which ever ensues in all Countries 
where their Produce is not in Demand, it may at this Time be incumbent on 
us to think of all possible Measures to recommend our Manufactures to a 
greater Degree Abroad, that when at Market they may find a readier Sale." 


Samuel Powel had said to a London agent in December, 1730: 
“Our place is so full of all kinds of goods & people pay so very 
bad that I cannot Encourage thee to Send any more at pres- 
ent.’’"33 

Undoubtedly, matters would have been worse in Pennsylvania, 
with the drop in the world-price of wheat and flour, had the addi- 
tional £30,000 of currency not been issued in Pennsylvania. The 
currency issues helped to keep the prices of wheat and flour rela- 


13° See letter from Powel to Thomas Hyam, October 15, 1730, ibid., p. 165. 

13 Bezanson ef al., op. cit., pp. 370-71. 

"32 From speech of January 6, 1731 (Pennsylvania Archives [8th ser.], III, 2045). 

133 Powel to Thomas Foster, December 28, 1730, Letter Book, 1, 178; see also 
Powel to Jacob Wyan, October 15, 1730, ibid., p. 161. 





CURRENCY ISSUES IN PENNSYLVANIA 367 


tively higher there than abroad. Despite the remarkable rise in 
Pennsylvania’s imports from Britain in 1730, Pennsylvania’s im- 
ports did not fall off as sharply in 1731 as did New England’s or 
the total imports of the mother-country (see Table 2). In fact, 
the imports of Pennsylvania held up at a remarkably high level 
during the period from 1730 to 1733, when the prices of wheat 
and flour were at such a low level throughout the world. 

Business conditions in other colonies.—Colonies producing the 
same products as Pennsylvania seem to have suffered as much as, 
if not more than, Pennsylvania did during this period. In a speech 
to the assembly in March, 1733, the governor of Pennsylvania 
said: 

I shall first observe that while Britain, our Mother country, ... . fully 
enjoys the great Blessings of Peace and Plenty, yet divers of her Colonies find 
themselves distressed by the Lowness of the Markets for the Staple Com- 
modities wherein their Trade consists; nor are we in this Case happier than 
the rest.*34 


At the same time (March, 1733), the governor of Maryland 
reported to the British Board of Trade on the “‘exceeding Poverty 
of the People” there, because the “Trade of the Province [had 


been] of late years greatly decay’d.”"5 A year later (April, 1734) 
the governor of New York reported to the New York assembly 
that he had been studying the “causes of the decay of trade” there 
and “the discouragements it labors under,”’ hoping to “find a 
remedy” that would “give life to the expiring hopes of your ship 
carpenters and other tradesmen, recall their unwilling resolution 
to depart the Province, and encourage others to come into it.’”**° 
About the same time he reported to the authorities in London 
that the people of New Jersey “do labour under great hardships 
for want of Paper money.””"37 


34 Pennsylvania Archives (8th ser.), III, 2165. 

‘3S British Board of Trade Papers, Proprieties, Vol. XIII, S 38. In August, 1731, 
he had said: “. . . . the Produce of their Tobacco, which for Several Years Past has 
been really so very low that it would not supply the Inhabitants with One half of 
the Necessaries of Life” (ibid., S 23). 

‘3° Messages from the Governors, State of New York, Vol. 1: 1683-1776, ed. Charles 
Z. Lincoln (Albany, 1909), pp. 245-47. 

‘8? New Jersey Archives (1st ser.), V, 365. 
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In the spring of 1737 and 1738 the governor of New York again 
complained about the “declining Trade” and that “‘with the de- 
cay of ship building Navigation and Trade; .... many people 
have left this Province, to go to Carolina Pensilvania and the 
several Charter Governments in New England; Whereby lands in 
the Country, and houses in town, are much fallen in their vallue 
and in their Rents.’’5* A year earlier (February, 1736, and the 
fall of 1735) some merchants in Pennsylvania had complained 
that “Times” were “‘very dull,” “Money very scarce and hard to 
be got in” and sales “very Slow and at a very low price.”"°? One 
of them claimed in 1735 that he had “Never found it soe Bad to 
Collect my Debts as this Year’’ and another said in 1736: “I 
have been more pinch’d for Money this Winter than ever I was 
in my Life.’’'4° 

Observations on 1729 issue.—Though some of the Philadelphia 
merchants complained about the state of Pennsylvania’s trade in 
their letters to London, one looks in vain for any complaints or 
petitions to the Pennsylvania assembly about the “decay of 
trade”’ or the “scarcity of money” during the decade following 
the currency issue of 1729. Furthermore, there are no complaints 
about the state of trade in Pennsylvania in the governor’s reports 
to the British Board of Trade during that period as there are in 
the reports of the governors of other American colonies. Certain- 
ly, the figures for imports of British goods indicate that during the 
eight or ten years after 1728, the imports of Pennsylvania in- 
creased more rapidly than did the imports of the other American 
colonies or the mother-country (see Table 2). Furthermore, there 
is no statistical or other information indicating that the currency 
issue of 1729 was a detriment to trade in Pennsylvania. Benjamin 
Franklin wrote of Pennsylvania in the middle decades of the 

"38 Documents Relative to the Colonial History of the State of New-York, ed. E. B. 
O'Callaghan (Albany, 1855), VI, 112. 

139 See John Reynell, Letter Book, 1734-1737 (MS at Historical Society of Penn- 
sylvania), pp. 11, 12, 14, 19, containing letters to Michael Lee Dicker, May 31, and 


September 15, 1735, and to Richard Deeble, May 31 and June 28, 1735. See also a 
letter from Samuel Powel, Jr., to John Bell, March 4, 1735, in Powel’s Letter Book, 


I, 310. 
4° Powel to John Bell, March 4, 1735, Letter Book, I, 319. 
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eighteenth century: “Abundance reigned . . . . and a more happy 
and prosperous population could not perhaps be found on this 
globe. In every home there was comfort. The people generally 
were highly moral.’”** 

During the decade after 1729 no additional amounts of paper 
money were issued in Pennsylvania. In fact, Pennsylvania never 
had more than £85,000 of paper money in circulation at any time 
during the first half of the eighteenth century. Although there 
was some inducement to issue more in view of the fact that the 
interest receipts from the currency issues were so large that no 
taxes were levied for a number of years prior to 1750,'” every 
addition to the currency in Pennsylvania during the first sixteen 
years of paper money was made solely for the purpose of com- 
bating a depression. 

The merchants in London trading and exporting to the north- 
ern colonies in America, and especially in Pennsylvania, stated 
in a petition to the House of Commons in March, 1748, that the 
“moderate Quantity of Paper Bills” issued by Pennsylvania “‘in 
an advantageous Manner” had 


greatly contributed not only to the Settling of that Colony, and to the Con- 
venience of the People there, as a Medium in Dealings amongst themselves, 
but have also enabled them to send hither [to England] their Gold and Silver, 
and thereby to enlarge their Trade with this Kingdom, and to take off 
much greater Quantities of Goods and Manufactures from hence than other- 
wise they could have done; and that said Paper Bills have not, as the Peti- 
tioners conceive, been injurious to any Person whatever.*43 


SUBSEQUENT CURRENCY HISTORY 


By issues of paper money Pennsylvania had a more favorable 
price level during the fifty years following 1723 than the col- 
ony would have had without such currency issues. Chart I 
shows the price level in Philadelphia for each year from 1720 
to 1774, along with the exchange rate in Pennsylvania between 


™# Quoted from Franklin by Macfarlane, of. cit., p. 70. 

'® W. R. Shepherd, History of Proprietary Government in Pennsylvania (“Colum- 
bia University Studies in History, Economics and Public Law,” Vol. VI [New York: 
Columbia University Press, 1896]), p. 427. 

"83 Journals of the House of Commons, from October 17, 1745, to November 22, 1750, 
XXV, 806-7 and New Jersey Archives (1st ser.), VIII, 97. 
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the Colonial currency and English money in London.'** The read- 
er will notice that the exchange rate on London had an upward 
trend from 1723 to 1747, which means that more and more Colo- 
nial currency had to be paid to acquire an English pound in 
London or to buy a bill of exchange payable in English pounds 
sterling. Despite this rise in the exchange rate on London, the 
trend of prices in Pennsylvania was practically horizontal. 


CHART I 
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The price level.—If Pennsylvania had not issued paper currency 
or the currency had not depreciated in terms of English coin, then 
the price level in the colony would undoubtedly have had a down- 
ward trend during this period, as was the case all over the world 
in countries on fixed silver and gold standards. If the exchange 
rate on London had been kept at par (100 on the chart), the price 
level in Pennsylvania up to 1747 would presumably have re- 
sembled the hypothetical price curve (the lowest curve on the 
chart) which was derived by dividing the price level by figures for 
the exchange rate on London. The colony’s price level would 
without doubt have corresponded very closely to this hypothetical 


144 Figures for the price level and London exchange rate taken from Bezanson 
et al., op. cit., pp. 431 and 433, and Table 3, p. 351. 
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price curve, since Pennsylvania played such a small part in world- 
trade at that time." 

When a country’s price level has a downward trend, business 
depressions are likely to be prolonged and periods of prosperity 
tend to be relatively short. That was the case, for example, in this 
country from 1865 to 1896—from the end of the Civil War to 
Bryan’s campaign for “free silver.”” By paper-money issues it 
would seem that Pennsylvania probably avoided the evil effects 
of prolonged depressions during the period from 1723 to 1746. 
After 1746, prices all over the world began to rise appreciably. 
The exchange rate on London from then on had a downward 
trend, which meant that Pennsylvania’s currency was gradually 
appreciating in terms of English money. From this downward 
trend in the exchange rate on London one can conclude that the 
price level in Pennsylvania did not rise so rapidly after 1746 as it 
would have done had Pennsylvania never issued paper money but 
had continued to use only Spanish, Portuguese, and English coins 
at the same official rating. Therefore, a metallic monetary stand- 
ard would have meant a more inflationary rise of prices in 
Pennsylvania after 1746 than actually did occur there on a paper- 
money standard. 

Perhaps if the French and Indian War had not intervened, the 
price level in Pennsylvania would have continued on a horizontal 
plane. Until 1746 the Quakers in Pennsylvania had prevented 
contributions to military campaigns against the French in Cana- 
da; but in that year Pennsylvania, for the first time, issued 
paper money to help defray the expenses of an expedition against 

48 The sharp rise in the exchange value of Pennsylvania currency late in 1740 
and in 1741 (from £170 to £130 Pennsylvania currency for £100 sterling, with the 
prices of gold and silver falling in proportion) was explained by Governor George 
Thomas in March, 1741, as “Occasioned by the number of Governments Bills 
negotiated here, for Paying, Victualling & Transporting the Troops, and by the 
Orders sent by the British Merchants for purchasing great Quantitys of Wheat to 
supply the want of it in Europe,” and he thought that “so soon as these Demands 
shall cease, Exchange will probably rise again to 70 per Cent,’’ or £170 Pennsyl- 


vania currency to £100 British sterling (British Board of Trade Papers, Proprieties, 
Vol. XV, T 47). 


“© In 1722 it was estimated that four-fifths of the people in Pennsylvania were 
Quakers (see ibid., Vol. XI, R 7). 
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Canada. Until 1746 all paper money in Pennsylvania had been 
issued by loans and not by payments for Colonial expenditures. 
Even after this start with paper-money issues for war purposes, 
George Washington met defeat at Fort Necessity in 1754, and 
General Braddock suffered his severe defeat in 1755, without any 
financial aid from Pennsylvania. After Braddock’s defeat, how- 
ever, the Indians invaded frontier settlements in Pennsylvania 
and terrorized the inhabitants, so that the Colonial legislature 
soon approved a paper-money issue of £60,000 “for the king’s 


” 


use. 

Between 1755 and 1760 a total sum of £485,000 in paper money 
was issued to aid in fighting the French and Indians, and all of it 
was to be redeemed from the proceeds of special taxes imposed 
at the time the currency was issued. Even with such provisions 
for redemption, there was as much as £485,782 of paper money in 
circulation in Pennsylvania by the middle of 1760.'4”7 This repre- 
sented an increase of almost 500 per cent in the paper money of 
the colony within six years, but no objection was made by the 
Board of Trade in London as all the issues were “for the king’s 
use.” Prices in Pennsylvania did not rise in proportion to the 
increase in the supply of paper money because the demand or use 
for the paper money increased in several ways: some of the addi- 
tional currency took the place of staple commodities which were 
still being used to some extent as money in Pennsylvania,"** some 
of it was absorbed by other colonies where Pennsylvania’s paper 
money was “eagerly sought for” either to hoard or as a medium of 
payments,” and some of it was absorbed by the increase of trade 
within the boundaries of Pennsylvania. 

When the French and Indian War was over, Pennsylvania 
began to reduce the amount of paper money in circulation. A 
net sum of £25,000 was retired from 1760 to 1769,"*° which helped 
to bring about a 13 per cent decline in the price level from 1762 to 
1769. This indicates that the colonists in Pennsylvania used re- 
straint in issuing paper money and that, even in those days, a rise 


147 See Table 4, p. 353. 149 Phillips, op. cit., p. 23. 
148 Macfarlane, op. cit., p. 75. 18° Tbid., p. 25. 
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in prices caused by currency issues could be controlled. In fact, 
the price level in Pennsylvania was more stable during the fifty 
years following the first Colonial currency issue in 1723 than the 
American price level has been during any succeeding fifty-year 
period. 

Opinions of Pennsylvania currency issues.—In August, 1752, a 
committee reporting to the Pennsylvania assembly on the “State 
of our Paper Currency”’ declared that, after “the first Experiment 
of Paper Money” in 1723, “experience demonstratied] more and 
more the Benefit arising from this Currency to the Province by 
the Encrease of Trade and People, and Improvement of Lands.” 
The comn:ittee went on to explain: 


That in 1723, and for some Years before, the Trade of this Province 
languished for Want of a Medium; Building and Planting were discouraged, 
and the Inhabitants in City and Country rather diminished than encreased. 
This is not only consistent with the Knowledge of some of your Committee, 
who well remember the distressed Circumstances of the People at that Time, 
that many Tradesmen and others left the Country, and that a great Number 
of Houses were vacant and untenanted in the City: But the swift Declension 
of our Trade appears from the Customhouse Entries, .. . . 

From that Period [1721-23] the City and County have flourished and 
encreased,in a most surprizing Manner. The Encrease of the City appears 
even to the Eye of every common Observer, the Number of new Buildings 
much exceeding the Old." 


Foreign-trade statistics indicate that between the two periods 
1729-31 and 1749-51 there was a 428 per cent increase in British 
imports into Pennsylvania, a 118 per cent increase in Pennsyl- 
vania’s exports to Great Britain, and a 169 per cent increase in 
the currency value of Pennsylvania’s total exports of wheat, flour, 
bread, and flaxseed."* The increase in British imports into Penn- 
sylvania from 1720-22 to 1749-51 was no less than 793 per cent. 

After enjoying such a degree of success and prosperity on a 
paper-money standard, it is no wonder that the colonists in 


st Pennsylvania Archives (8th ser.), IV, 3515-16. 

* Charles Whitworth, State of the Trade of Great Britain in Its Imports and 
Exports Progressively from the Year 1627 (London, 1776), and Pennsylvania Archives 
(8th ser.), V, 3628-29. As has already been explained, the British foreign-trade 
statistics really represent a physical index of trade because the prices used then were 
official prices not affected by price changes. 
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Pennsylvania complained loudly when the English parliament, 
after a report by the British Board of Trade, passed an act in 
September, 1764, prohibiting any American colony from issuing 
bills of credit (paper money) as legal tender for the payment of 
debts. Many years before the Board of Trade had taken the posi- 
tion that “tho’ a Paper Currency may be advantageous to a 
Trading Colony,” such a currency should not be permitted to 
exist in any colony unless it could be circulated without making it 
legal tender."*’ In its 1764 report, resulting from complaints by 
British merchants trading with Virginia and North Carolina, the 
board condemned all legal-tender currency issues as “‘absurd, un- 
just and impolitic.”” With mercantilistic bias the board argued 
that paper money, “perhaps as unfit as anything can possibly be,” 
tended to drive out gold and silver, “the materials fittest for” a 
medium of exchange. Statements were made to the board that 
“in the middle Colonies the publick faith has been preserved, and 
no inconvenience has been found to attend this practice; but on 
the contrary, that it has produced very beneficial Consequen- 
ces.”"*54 The board, however, doubted the validity of such state- 
ments because the currency of the middle colonies had depre- 
ciated to some degree in terms of British pounds sterling. Even if 
the statements were true, they would, in the board’s opinion, “be 
no argument in favour of a practice in its nature founded in fraud 
and injustice, which are stamped upon the Bills themselves, by 
compelling all persons to receive that as lawfull money which has 
no real intrinsic value in itself.’’*s 

In reply to the Board of Trade’s report on Colonial currency, 
Benjamin Franklin wrote in 1764: 

On the whole, no method has hitherto been formed to establish a medium 
of trade, in lieu of money, equal, in all its advantages, to bills of credit, 
funded on sufficient taxes for discharging it, or on land security of double 
the value for repaying it at the end of the term, and in the mean time made 
a GENERAL LEGAL TENDER. The experience of now near half a century in the 
middle colonies, has convinced them of it among themselves, by the great 
increase of their settlements, numbers, buildings, improvements, agriculture, 
shipping, and commerce. And the same experience has satisfied the British 

183) New Jersey Archives, IX, 36-37. 

184 [bid., pp. 410-13. 188 T bid. 
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merchants, who trade thither, that it has been greatly useful to them, and 
not in a single instance prejudicial. 


In the same year even stronger praise of Pennsylvania’s ex- 
periment with paper money was expressed by Thomas Pownall, 
who, before becoming a member of parliament, spent about a 
decade in the colonies as lieutenant-governor of New Jersey, 
governor of Massachusetts Bay, and governor of South Carolina. 
In his famous book on Administration of the Colonies, he wrote: 


I will recommend to the consideration of those who take a lead in busi- 
ness, a measure devised and administered by an American assembly—And I 
will venture to say that there never was a wiser or better measure; never one 
better calculated to serve the uses of our encreasing counity; that there 
never was a measure more steadily pursued, or more faithfully executed, for 
forty years together; than the loan-office in Pennsylvania, formed and ad- 
ministered by the assembly of that province.*s? 


Of Pennsylvania’s Colonial currency issues George Chalmers, 
who spent ten years in Maryland prior to the Revolutionary War, 
wrote in 1782 in his Imtroduction to the History of the Revolt of the 
American Colonies: 

The singular prosperity of the province [of Pennsylvania] may be at- 
tributed chiefly to the economical habits of the people and to the genius of 
their jurisprudence, partly to the prudent policy of promoting enterprise 
by feeding circulation with loans of paper money, gradual yet moderate.*s* 

There seems to have been general agreement among contem- 
porary writers that currency issues and the paper standard were 
managed very successfully in colonial Pennsylvania for over half 
a century after 1723. 


186 Jared Sparks (ed.), The Works of Benjamin Franklin (Boston, 1840), II, 354. 
s7 [ (London, 1764), 188. 
‘S$ IT (Boston, 1845; suppressed in 1782), 158. 
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THE GERMAN SMALL-SCALE INDUSTRIES 
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I. THE COUNTRIES EAST AND SOUTH OF GERMANY 

AS THE TRADITIONAL COMPETITORS 
TUDENTS of the rationalization movement of German in- 
dustry after the war usually have concentrated their atten- 
tion upon the heavy industries (mining, iron and steel 
industry, chemical industry, machine industry, railroads).' This 
is easily understandable, not only in view of the tremendous scope 
and complexity of the subject but also on account of the unde- 
niable fact that these industries represent the center of the ration- 
alization movement both in regard to initiative and in regard to 
intensity. With the main threat of competition arising from the 
Western world, the standards of organization and technology of 
these industries have for many decades been shaped after the 
model of the heavily mechanized American and English rival 
industries. The distinct trend toward concentration of output in 
large plant, a more systematic planning on the part of the entre- 
preneurial groups, greater efficiency of management, a better rela- 
tion between the technical and commercial management, and a 
better utilization of otherwise waste materials as well as the 
introduction of labor-saving devices, all these are well-known fea- 
tures of the economic evolution of the Western world of which the 

German heavy industries form an important part. 
No such pronounced western orientation prevailed among the 
small finishing trades of which Germany possesses a great many, 
especially in the hinterland regions of the middle, eastern, and 


* For an excellent account in American literature see Robert A. Brady, The Ra- 
tionalization Movement in German Industry: A Study in the Evolution of Economic 
Planning (Berkeley, Calif., 1933). 
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southern parts of the country.? These industries, of which some 
manufacture what is known as German “specialties,’’ have main- 
tained throughout the nineteenth century and the beginning 
twentieth century the basic characteristic of the handicraft type 
of industry, namely, a great amount of labor relative to equip- 
ment and machinery. They are located in an environment which 
for many generations has provided and still provides an ample 
supply of skilled labor. In fact, in most cases they have retained 
the location in which centuries ago they developed from the stage 
of pure handicraft and home work (putting-out system) into in- 
dustries consisting of a large number of firms of the owner-opera- 
tor type. Although showing the effects of technological progress 
of a kind peculiar to small-scale business,’ these trades today 
appear like islands of semihandicraft technology seemingly re- 
sisting the waves of mechanization and concentration of output 
in giant plant and equipment. 

Traditionally, the entrepreneurial groups of these industries 
regarded the smaller industrial countries east and south of Ger- 
many as the center of international competition.‘ The threat of 
competition was to them, not the threat of superior technology 
but mainly that of lower Czechoslovakian, Austrian, or Italian 
wages. The main effect of this rivalry was a constant and, on the 
whole, successful effort of the German producers to keep the 
domestic wage rates on a sufficiently low level. Also frequent com- 
plaints of the German entrepreneurial groups about the existence 
of considerable wage differences in favor of the eastern rivals often 
resulted, especially after the war, in a conspicuous rise of German 

? The most important products of these industries are: toys, clocks, and watches, 
musical instruments, glassware, pottery, jewelry, small metalware (cutlery, etc.), 
scientific and precision instruments, and leather goods. 

3In the sense of the introduction of small power-plant installation (gasoline, 
electric, diesel) and more efficient handtools. 

4 Especially Czechoslovakia and Austria (before 1918 the western part of the 
former Danubian monarchy), also Italy and Switzerland. In some cases geographi- 
cally remote countries like Japan (toy industry) attracted attention as competitors. 
In several instances the same trade is to be found in a region divided by the boundary 
between Germany and neighbor countries, such as in the case of the glassware in- 


dustry of Silesia and Bohemia (Czechoslovakia) and the clock and watch industry 
of Baden (Black Forest) and the adjacent parts of Switzerland. 
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tariffs in regard to highly finished commodities involving a great 
amount of direct labor.’ 


Il. THE WEST AS THE TRADITIONAL MARKET 


While thus the East meant competition, the West played for 
many decades chiefly the role of a market. Not only is it true that 
the trades in question have always relied very heavily on exports 
and have contributed, taken as a whole, a surprisingly large part 
to the total export of German manufactured commodities,* but it 
also has to be kept in mind that the United States and England 
were, and to some extent still are, chief customers. In many in- 
stances more than half the output was sold in foreign markets, 
and of this half a considerable fraction went to the two countries 
just mentioned. Thus, for instance, the United States alone pur- 
chased about a third of the German toys exported before the war 


5 Thus, for instance, the German tariff rate on highly polished wares made of 
crystal glass amounted, in 1928, to Rm. 550 per 100 kilograms as compared with only 
Rm. 15 in 1913. The rate on non-crystal glassware (with the exception of ordinary 
bottles) was Rm. 385 (1928) per 100 kilograms as against Rm. 12 (1913). In other 
cases the increase is less extreme but still very considerable. The following figures 
indicate the rise of tariffs (1928) in per cent of the 1913 level: wares made of lead, 
100; of tin, 100; of zinc, 100; of copper, 200; luxurious pottery with several colors, 
119; fine knives and scissors, 100; other fine cutlery ware, including weapons, 100 
(Der deutsche Aussenhandel unter der Einwirkung weltwirtschaftlicher Strukturwand- 
lungen. Enquéte-Ausschuss (Berlin, 1932], p. 322). 

In other cases the German producers found it advisable, for fear of retaliation, 
to refrain from demanding higher tariffs, but rather preferred to reach an agreement 
with their foreign rivals aiming at allocation of markets. This applies, for instance, 
to the bottle industry which considered the prevailing 20 to 25 per cent ad valorem 
tariff on bottles as insufficient to ward off Czechoslovakian competition, but pre- 
ferred an agreement according to which the Czechoslovakian producers ceased to 
sell bottles in Germany to a higher tariff, while the German producers withdrew 
from the territory of the former Danube monarchy and also from Rumania and 
Yugoslavia (Die deutsche Glasindustrie [Berlin, 1930], p. 180). 


6 Even after the World War (1929) about a third of the total value of Germany’s 
export of manufactured goods consisted of merchandise produced by typical small- 
scale industries. In this category there were: musical instruments, clocks and 
watches, toys, precision instruments, jewelry, cutlery and other ware made of 
metal (copper, lead, etc.), pottery and china-ware, glassware, goods made of rubber 
and celluloid, photographic materials, books, sheet music. In absolute figures the 
aggregate value of exports of these commodities amounted to about three billion 
Reichsmarks in 1929, the last year before the great depression (Der deutsche Aussen- 
handel, p. 230). 
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(1913).7 In other cases the figures are even more extreme. The 
leather-gloves industry (glacé gloves), for example, sold no less 
than 80 per cent of its output in the United States.*® 

Until recently it was widely believed in Germany (and other 
Continental manufacturing countries) that a nation like the 
United States, handicapped by considerably higher wage levels for 
skilled labor, would not offer a serious challenge in the direction 
of developing home industries able to compete successfully with 
the European finishing trades (except in those cases in which 
refuge in high tariffs was taken). This belief was justified as long 
as the manufacturing of such articles as were turned out by these 
trades’ involved of necessity a great deal of direct labor. Most of 
the trades were accustomed to producing a wide variety of prod- 
ucts. They readily adapted their output to the national and per- 
sonal peculiarities of tastes and needs of customers spread all over 
the world.'® With a great variety of output and with only a small 
market for each individual article, there are definite limitations 
as to the possibilities of applying large-scale methods of produc- 
tion implying a more or less drastic reduction in labor-cost per 
unit of output. Recent monographic studies of the various indus- 
tries," in discussing their peculiar technological and organization- 
al conditions and problems, have paid much attention to this 


1 Die deutsche Spielwarenindustrie, Enquéte-Ausschuss, XTX, 173. In this par- 
ticular industry foreign sales amounted to 66 per cent of the value of total output 
(1913). Of the exports half went to the United States and England taken together. 


§ In 1913 the United States imported 3.5 million, in 1929 about 5 million doliars’ 
worth of German glacé gloves (Der deutsche Aussenhandel, p. 240). 


9 In many cases output consisted of luxury or semiluxury articles. 


*© A good illustration of this point is furnished, for instance, by the cutlery trade 
of Solingen. See below, p. 391. 


" Carried out under the auspices of the “‘Ausschuss zur Untersuchung der 
Erzeugungs- und Absatzbedingungen der deutschen Wirtschaft’’ in the late twenties 
and beginning thirties. The last report of this series of studies comprising about 
twenty volumes was published in 1932 (Der deutsche Aussenhandel unter der Ein- 
wirkung weltwirtschaftlicher Strukturwandlungen [2 vols.; Berlin, 1932]). This final 
report contains summary conclusions about the post-war export conditions of Ger- 
man industries (heavy industries as well as small trades), partly on the basis of 
the material provided by the preceding invididual reports. The present writer 
was one of the authors of that final report. 
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point. It appears that the entrepreneurial groups” were invari- 
ably inclined to explain the lack of mechanization and concen- 
tration of output in large plants, among other reasons," in terms 
of the great variety and frequent changes of demand, both at 
home and abroad. In other words, it was suggested by them that 
the small-scale nature of industry, with all that it implies in re- 
gard to the technological methods of production, has to be re- 
garded as a source—if not the decisive one—of competitive 
strength, especially in view of any actual or potential threat from 
the western countries. 

It is exactly this argument which deserves to be examined in 
the light of certain basic changes in the structure of demand that 
have become apparent within the last few decades. The remain- 
der of this article will discuss the nature of these changes and their 
effects upon industry. 


III. STANDARDIZATION OF DEMAND AND NEW COMPETITION 
IN THE WEST 

During the last few decades, and particularly since the World 
War, there have been changes in the structure of demand often 
characterized as “democratization” or ‘‘standardization”’ of de- 
mand. These changes have been strongest in the United States, 
where they seem to have started earlier than in Europe.’* The 
causes of this phenomenon cannot be studied here. It may suffice 
to indicate a few of them. In the first place, there seems to be a 
particularly great cost (price) advantage in the use of labor-saving 
devices, owing to the comparatively high wages paid to skilled 
labor. Second, American business, in contrast to German busi- 
ness, enjoys the benefit of an unusually large and homogeneous 
domestic market free of trade barriers and all the complications 
which, especially since the World War, have interfered with sales 
in foreign markets." Furthermore, there seems to exist a peculiar 


12 In hearings connected with the work of the above-mentioned A usschuss. 


13 See below, p. 388. 

™ In European literature “standardization” of demand and mass production are 
often referred to as ‘‘Americanization” of demand and methods of production. 

's From a technological point of view the introduction of mass-production meth- 
ods represents, in the majority of cases, a so-called “adaptive improvement.” This 
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readiness of the American public to buy a standardized product. 
This may have to be explained in terms of certain sociological 
characteristics, i.e., the fact that differences in social status are 
not accompanied and expressed in terms of differences in regard to 
the type and the quality of articles consumed, at least not so much 
as in European countries. It is also fair to assume that American 
business by means of an unparalleled use of advertising exercises 
a strong influence upon the buying public working in the direction 
of a standardization of demand. 

Hand in hand with the progress of mass production, American 
producers have been able to penetrate into industrial fields in 
which, previously, various finishing trades of Germany (and other 
Continental countries) were enjoying a leading position in the 
world. As a result these trades have been confronted with serious 
difficulties, even in those cases in which the American competitors 
have, at least up to the present, confined themselves to their home 
market and have not yet begun to compete with their European 


type of technological progress differs from another basic type of progress, namely, 
the so-called “‘innovation,” in that it does not imply the use of technical devices 
hitherto unknown. Rather the improvements are borrowed from other industries 
(although it is probable that most improvements brought into a given industry 
from other industries must be modified to some extent). Whether or not such 
adaptive improvements can be made in any particular industry depends primarily 
upon the size of the market; that is, the demand for the products which the indi- 
vidual firms are able to reach has to be large enough to justify the use of large 
and expensive machinery, the employment of experts, or the specialization of labor. 

From the standpoint of & given industry, it is the aggregate demand and its 
rise which determines whether or not large-scale methods of production can be 
applied. From the standpoint of the individual firm, the applicability of mass- 
production methods depends not only upon the size of the total market but also 
upon the number ec? firms in that industry. Even in the case of a large aggregate 
demand, mass-production methods may not be applicable if the number of competi- 
tors is very large too. Therefore, in any highly competitive industry with a great 
number of small productive units, the introduction of serial or flow production 
and application of automatic or semiautomatic devices depends primarily upon an 
organizational change, in the sense of a concentration of establishments. Indeed 
the growth of demand per firm, which is usually referred to as the decisive prerequi- 
site of ‘‘adaptive improvements,” amounts in many cases to a reduction in the 
number of competitive firms rather than a rise in aggregate demand. 


© In so far as the spending of large sums for advertising is more or less confined 
to powerful establishments. 
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rivals in other countries. A few examples may serve to illustrate 
the situation."? 

The German committee report on the toy industry" speaks of 
the “‘victory”’ of the mass-production type of toy over the individ- 
ually manufactured toy. This change toward the mass-produc- 
tion type of toy was greatly aided by the fact that the demand 
shifted from traditional types of toys in favor of the mechanical 
toy (for instance small vehicles such as miniature automobiles).'® 
On an increasing scale canvas, paper, and wood have been re- 
placed by materials more conducive to highly mechanized meth- 
ods of production, e.g., metal and rubber. 

It is safe to assume that these processes have greatly favored 
the development of the American toy industry and must be re- 
garded as one of the causes accounting for its tremendous growth 
in recent years.”° 

Similarly the report on the industry of musical instruments 
stresses the victory of “mechanized” music over the self-created 
or family circle music that has taken place in the last two or three 
decades. This radical change of taste in the field of musical cul- 
ture has been accompanied by a shift of the demand for musical 


instruments, i.e., a shift from traditional instruments (especially 


17 Lack of space prevents a discussion of all the pertinent cases in which American 
industries have, on the basis of mass-production methods, been very successful in 
eliminating foreign competition. There is considerable literature in America on this 
subject, especially the various reports of the United States Tariff Commission. For 
a penetrating analysis of the technological advance in a large number of American 
industries relative to corresponding European industries, special attention should 
be given to F. W. Taussig’s, Some Aspects of the Tariff Question (Cambridge: 
Harvard University Press, 1931). The comprehensive study of the National Re- 
sources Committee (Technological Trends and National Policy [1937]) makes avail- 
able more recent information on technological change in the United States. 


18 Die deutsche Spielwarenindustrie, Enquéte-Ausschuss (Berlin, 1930), p. 421. 


19 Generally speaking, the toy industry turned increasingly to making “‘toy- 
reproductions” of commodities, which have been in great favor lately. 


2° Whereas before the World War the German toy trade, in terms of the total 
value of articles produced, stood by far at the top of all its rivals, it is the American 
toy industry which, after the war, leads the world. And whereas, shortly before 
the war the total value of toys imported into the United States amounted to about 
two-thirds of the value of toys produced in this country, it amounted to only 7 per 
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pianos)” to “canned” music (radio, sound-track films, phono- 
graph). It has inflicted damage upon the piano industry not only 
of Germany but also of other countries, including the United 
States.” There is, however, another factor which is more or less 
peculiar to the German piano industry. 

Whereas in the United States and in England the principle of 
standardization and mass production has found entrance into the 
piano industry (as far as medium-priced and cheap instruments 
are concerned), the German rivals have continued to produce in 
small-scale units. Until the beginning of 1929 neither horizontal 
nor vertical concentration had made any important progress.” 
The concentration movements which took place in the course of 
that year occurred under most unfavorable general business con- 
ditions (general crisis) and led to the breakdown of the very con- 
cerns that had just been founded.** Similar to the conditions pre- 


cent in post-war years. In 1913 the value of German toys exported into this country, 
according to the German export statistics, was $8,0°>,000; in 1929, $4,500,000. 


TOTAL VALUE OF TOYS PRODUCED AND EXPORTED BY VARIOUS 
COUNTRIES BEFORE AND AFTER THE WAR* 
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United States as 1914 13.6 81.0 0.8 
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SER: 1911 ca. 9.5 7-9 4 
Japan enansieea 1914 ca. 1.5 1 
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* Die deutsche S pielwarenindusirie, pp. 173, 175- 


** The demand for small musical instruments (such as violins, woodwinds, trump- 
ets) has not been so greatly affected since the decline in family circle music was, at 
least to a certain extent, compensated by the spread of orchestras. The development 
of jazz also caused a great increase in the demand for certain new types of instru- 
ments such as saxophones and percussion instruments (Die Industrie der Klein- 
musikinstrumente, Enquéte-A usschuss (Berlin, 1931], p. 102). 

* According to the report the aggregate value of pianos produced in the world 
was considerably greater before than after the war. In 1928 it amounted to only 
60 per cent of the 1913 figure (ibid., p. 199). 

3 Ibid., p. 332. 

*4 As in other cases, the introduction of mass-production methods went on with 
the help of machinery developed in the United States (ibid., p. 77). 
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vailing in the toy industry, production, in a period of shrinking 
demand and low prices, was primarily carried on in small units. 
Nevertheless the committee-report, based on the opinion of the 
experts in that field, comes to the conclusion that permanent 
solution lies in large-plant production. These same experts re- 
ferred to the fact that there are firms in the United States turning 
out from thirty thousand to forty thousand instruments a year 
(per plant), and that, as far as cheap and medium-priced pianos 
are concerned, output is concentrated in firms employing, on the 
average, four hundred workers. It is felt that under those condi- 
tions favorable use can be made of special machinery (for wood 
parts, etc.) in serial production, whereas even in the largest of the 
German units, with a yearly capacity of two thousand or three 
thousand instruments (before 1929), the use of such machinery 
would be suicidal.** The report concludes that it is primarily on 
account of these conditions that the German piano industry lost 
the predominant export position in regard to cheap and medium- 
priced instruments which it had held before the war.” 

The production of plate glass as well as articles made of glass 
has, within the last decades, witnessed decisive technological 
changes towards mechanization. An event like the introduction 
of the bottle-blowing machine (Owens) is familiar to everybody. 
Since then the invention and instalment of labor-saving devices 
has made rapid progress in all branches of the glass industry, 
at first in plate-glass production”’ and later in the hollow-ware 
branch, in which the most important mechanical systems were 
developed by Americans. Simple articles like glasses for preserves 
and plain types of dishes (plates, saucers, cups and pitchers) are 
manufactured in this country by automatic blowing machines. The 
introduction of semiautomatic and entirely automatic pressing 
machines has made it possible to produce cheaply the articles of 
pressed glass usually sold in five-and-ten-cent-stores. 

3 Ibid., p. 332. 

6 The total value of German pianos exported in 1913 was 18.2 million dollars, in 
1928 only 8.2 million dollars (ibid., pp. 199 and 291). 

27 Here the decisive invention was made by a Belgian, Fourcault, in 1912. The 


‘“‘Fourcault machine” played an important role in the rise of the Belgian plate- 
glass industry to its world-leading position. 
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This development has had conspicuous effects upon America’s 
import of glassware. More and more the purchases from abroad 
are concentrated upon luxury and artistic articles like engraved, 
decorated crystal-ware, handmade vases, bottles, etc. Domestic 
glassworks have not only succeeded in almost completely driving 
out the foreign staple glassware, but have greatly increased their 
exports since the war.”* 

In these as well as in other cases”? the quick growth of heavily 


28 In 1913, 6 per cent of the total value of bottles and hollow ware exported by the 
principal glass-producing countries (Germany, Czechoslovakia, the United States, 
France, Belgium, Great Britain, and Japan) were of American origin; in 1929 about 
10 per cent. Germany’s share decreased from 36.5 per cent (1913) to 32.5 (1929) 
(Die deutsche Glasindustrie [Berlin, 1930], p. 29). 

For a detailed analysis of the increasing elimination of low-price blown and 
pressed glassware from American imports see the United States Tariff Commission 
Report, Blown-Glass Tableware. Note the summarizing statement from this report: 
“The domestic industry has a decided advantage with respect to low-price blown- 
glass and pressed tableware. Little, if any, of the former and only a relatively small 
volume of the latter are imported, and it is questionable whether there would be 
any appreciable increase even if the duty were considerably reduced. Practically 
all of the large quantity of glass tableware sold in 5- and 10-cent stores is of domestic 
origin” (Report No. 60 [2d ser.; Washington, 1933], p. 38). 

29 Lack of space forbids a discussion of all the finishing trades in which standard- 
ization and mechanization of output has made fast progress in recent years. Indus- 
tries in which developments similar to the ones indicated above occurred are, for 
instance, the jewelry trade, the leather-goods industry, the shoe industry, the 
pottery trade. In the case of the shoe industry the most drastic step in the direction 
of mass production (for women’s shoes) was not made in the United States, but, 
strangely enough, in Czechoslovakia, a country competing in the world-market 
on the basis of handicraft or semihandicraft trades. The rapid success of the giant 
shoe firm of Bat’a in conquering markets of adjacent countries (such as Germany) 
as well as, a little later, of more remote countries (including the United States) 
represents one of the few cases in which a large enterprise with an enormous capacity 
of output has been developed in a small country, depending very heavily on sales 
outside of the domestic market. It is all the more remarkable because it occurred 
in a branch of industrial activity which before, in every country, had been pre- 
dominantly a domestic business. For while only 3.5 per cent of the world output of 
shoes (1913) had found its way into international trade, the new Cezchoslovakian 
firm exported as much as 40 to 50 per cent of its output. The reason for Bat’a’s 
success lies, among other things (such as ingenious improvements in work organiza- 
tion, flow production, and, of course, the comparative cheapness of labor), in the fact 
that he grasped earlier and more thoroughly than other European shoe-producers 
certain modern trends in consumption, i.e., that shoes were not necessarily an indi- 
vidually styled quasi-luxury article, but rather a necessity subject to mass demand. 
In other words, they became an article characterized by widespread styles, rapid 
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mechanized finishing trades is the outcome of forces affecting 
both the demand and the supply. The question of whether the 
progress of mass production is primarily due to certain changes in 
the structure of demand, i.e., a growing emphasis on widespread 
styles, rapid obsolescence, and, therefore, upon cheapness rather 
than durability, or to the technological progress (introduction 
and improvement of labor-saving devices) is, perhaps, a moot one. 
It would seem, a priori, that these two forces are functionally 
interrelated to each other in so far as successful adoption of mass- 
production technology is dependent upon the willingness of the 
buyer (firm or consumer) to accept such standardized products. 
It may be admitted that in certain cases it was the demand, in 
others the progress in the state of the arts, which acted as the 
initiating factor.*° 


IV. THE EFFECTS ON GERMAN INDUSTRIES 


Only gradually, and in most cases not until after the war, did 
the German producers begin to realize that western countries had 
been able on the basis of labor-saving devices and standardization 
of output to shake off, at least for the time being, the handicap of 


obsolescence, and hence, greater emphasis upon cheapness than upon durability 
(see also Die deutsche Schuhindustrie, Enquéte-Ausschuss [Berlin, 1930], pp. 324.) 

U.S. Department of Commerce Study on Leather Footwear (Trade Promotion 
Series, No. 168; Washington, 1937) contains a special section on the Bat’a Shoe 
Company. Besides giving data on output, exports, production capacity, subsidiaries 
in foreign countries, etc., this report points out that ‘“‘Bat’a was a great believer in 
the methods used by Henry Ford, copying them to a considerable extent and con- 
centrating the effort of his shoe factories on standardization at every opportunity” 
(cf. p. 10). 

3° In the glass industry the introduction of automatic machinery seems to have 
been largely a matter of technological progress. On the other hand, the shift toward 
standardization and mass production in the toy industry had its motivating force 
primarily in changes in the demand. Perhaps the best illustration of the latter type 
of case is furnished by the jewelry industry. The pronounced shift from genuinely 
luxury types of jewelry to the so-called costume jewelry lent itself to the application 
of large-scale methods of production. While in some countries (the United States, 
France) these possibilities were quickly realized, the Germany jewelry trade failed 
for several years to cope with the situation, and insisting on treating jewelry as an 
object of genuinely luxury properties along the lines of the past, found itself faced 
with decreasing markets (Die deutsche Edelmetall- und Schmuckwarenindustrie> 
Enquéte-A usschuss (Berlin, 1931], p. 115). 
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high labor cost (per unit of output) and to neutralize the compara- 
tive cost advantage of the German trades. It is safe to say that in 
some instances the German producers continued to worry pri- 
marily about their eastern rivals, not being able or willing to 
recognize that the main threat came from those parts of the world 
into which they were accustomed to pour their commodities. 
They consequently failed to make those adjustments in technique 
and organization upon which any hope of restoring the previous 
comparative advantage, even in a reduced degree, would seem to 
rest. 

In view of the great number of trades involved and in view of 
the fact that in many industries the organizational and tech- 
nological problems of adjustment to changed world-market condi- 
tions are of the same nature, we may omit a particular discussion 
of these trades and instead examine the various types of adjust- 
ments. These adjustments range from cases of an early and suc- 
cessful adoption of mass-production methods to cases of almost 
complete inability to change the traditional organizational and 
technical structure of the trade. More specifically we may dis- 
tinguish the following cases: (a) an involuntary lack of change, 
owing to specific obstacles to reorganization of the trade; (6) a de- 
liberate and pronounced conservatism in regard to the traditional 
organizational and technical form of the trade, based upon real or 
supposed advantages of that form; (c) the adoption or further 
development of a dual system of production methods in the sense 
that a certain part of a particular trade is shifting toward large- 
scale operating units, whereas another part has retained, more or 
less, its decentralized and small-scale setup; (d) a concentration of 
output in large-scale operating systems accompanied by the clos- 
ing-down or abandonment of many small units with the definite 
aim and result of greater mechanization and standardization of 
production. 

a) Lack of adjustment.—In those cases in which a shift toward 
mechanically integrated and automatically or semiautomatically 
regulated processes would actually offer a strong advantage over 
the small-scale form of production, but in which such a change has 
not yet been made, the reports of the Enquéte-Committee usually 
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refer to a whole number of factors as causes of the lack of adjust- 
ment. One of them is the difficulties involved in securing capital 
funds for basic technological advancements, i.e., difficulties which 
seem to be peculiar to small-scale trades of the owner-operator 
type. Another handicap is supposed to arise from the very type of 
organizational structure, namely, the fact that as long as produc- 
tion is carried on by a large number of small units, “adaptive 
improvements” pointing in the direction of mass production are 
out of the question. The lack of concentration of output, in turn, 
is often explained and defended by the various entrepreneurial 
groups in terms of the wide diversification of tastes and needs, as 
well as frequent changes of style. 

These arguments refer to causes general enough to apply indis- 
criminately to all of the small finishing trades. They fail to 
explain why in some cases the shift toward concentration of out- 
put in large plants and mechanization of production has actually 
been made, whereas in other cases it has not. From this point of 
view it appears that the decisive causes of the lack of adjustment 
in certain industries must be particular ones, in the sense that 


they are peculiar to this or that trade which failed to make the 
change.** 
Of these particular conditions and causes only a few can be 


3" This is not to say that there is no validity in the above-mentioned arguments. 
They serve to explain why it has been extremely difficult for the trades to make 
decisive adjustments. There can be no doubt that the small-scale trades had diffi- 
culty in obtaining long-term capital necessary for the instalment of heavy equip- 
ment. (The problems involved are aptly discussed in the study of K. Wiedenfelt, 
“Die deutsche Industrie unter dem Einfluss des hohen Zinsfusses,”” Wirkungen und 
Ursachen des hohen Zinsfusses in Deutschland, ed. Karl Diehl [Jena, 1932], p. 143.) 

Much less convincing, of course, is the frequent reference to the supposed indi- 
vidualism of the buying public. With certain exceptions to be mentioned later, this 
factor is either a matter of the past or does not constitute a force which cannot easily 
be broken down. In those cases in which trades have actually resorted to mass pro- 
duction and standardization of output, the consumers both at home and abroad 
have usually not offered any real resistance to buying a standardized commodity, 
especially if it implied an advantage in price or quality (or replacement). This fact 
gives rise to the suspicion that some producers have failed to grasp certain trends in 
the attitude of the public toward standardized articles indicated above, and, as a 
rationalization of this failing, have transferred the epithet of planlessness from them- 
selves to their buyers. 
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mentioned here. One of them is what may be termed an excessive 
spirit of individualism among producers, preventing systematic 
planning that aimed at a concentration of establishments as well 
as a better relation between technical and commercial manage- 
ment. Another factor is exemplified in an unwarranted adherence 
to one’s own technical methods, sometimes implying a distinctly 
nationalist flavor. Still another cause of delay is given in those 
instances in which producers were able to resort to the emergency 
solution of transferring the manufacturing process into the home- 


»# The harmful influence of particularism and obstinate adherence to traditional 
technical ideals can be traced in numerous industries, for instance, in the case of the 
piano industry (see above). Perhaps the most important example is furnished by 
the automotive industry, which, until recent years, consisted of a great number of 
small firms. In spite of its pioneer role throughout the beginning stages of the de- 
velopment of the automobile, the German automotive industry failed to carry on 
its production along those technical lines which actually gave the car its present 
overwhelming importance. Only very slowly, and later than in other European 
countries like France, England, or Italy, did the German producers begin fully to 
realize the tremendous advantage implied in the methods so successfully worked 
out and applied by the American automotive industry. There is no other field of 
manufacturing in which Germany’s share in the world’s export trade was so insignifi- 
cantly low in the first decade following the World War (Der deutsche Aussenhandel, 
p. 238). 

Aside from an outspoken though ephemeral particularism of the producers, there 
is a whole series of factors that must be held responsible for the delay of the adoption 
of standardization and mechanization. Some of them were entirely out of control 
of the industry itself, as for instance, the impoverishment of the domestic middle 
classes (inflation), excessive license taxes on cars, and high operating costs (high 
gasoline prices). It was not until the later years of the twenties that amalgamations 
and a considerable elimination of weaker units took place. From 1924 to 1929 the 
number of factories was reduced from 86 to 17, and the number of types produced 
from 146 to 40 (Brady, op. cit., p. 147). But even so, the individual units and their 
outputs were too small for mass-production requirements. With the help of Ameri- 
can capital and experience a decided step was made to enlarge the capacity of that 
German automobile firm which had already gained a leading position in the market 
for small cars, namely, Adam Opel (General Motors). In 1931 Ford erected a large 
plant. Thus it seemed that the German automobile business was, to a considerable 
extent, in American hands. During the last four years, however, considerable prog- 
ress has been made. The industry gained from a further concentration of establish- 
ments as well as from the setting-up of a national marketing organization. It also 
gained from the removal of the license tax (1933), the road-building program, and, 
finally, from the revival of business in general (‘(Halbjahresberichte zur Wirt- 
schaftslage,”’ Schrift. des Instituts f. Konjunkturforschung, ed. E. Wagemann [May 


15, 1937], P. 43). 





390 WALTER EGLE 


work sphere, evading at least temporarily the necessity of tech- 
nological advancement with the help of the downward plasticity 
of costs (wages) characterizing that sphere.*! 

Besides these factors there are others which were responsible 
for a purely ephemeral lack of adjustment such as was true in 
those instances in which amalgamations and elimination of estab- 
lishments fell into a period of cyclical depressions. Another cause 
of delay is to be found in those trades in which the workers (and 
their employers) fought a rear-guard action against the new 
method on the basis of acceptance of reduced wages.*4 Though 
somewhat similar to it, this type of defense tends to be more short- 


33 As, for instance, in the toy industry. The old rivalry between factories and 
home-work systems in this t: de had finally seemed to come to an end when some- 
thing like a division of labor was reached, in the sense that the factories concen- 
trated in the manufacturing of metal toys, the putting-out system on toys made of 
wood, canvas, paper, etc. But during the prolonged depression of the years after 
the war, this division of labor has partly disappeared, since many owners of factories 
preferred to carry on their production, or at least part of it, in the putting-out 
manner. In other words, firms located in districts in which home workers are avail- 
able assumed the form of an amalgamation of factory and home work, often with a 
preponderant emphasis on the latter type of production. The reason for this lies, 
to borrow a phrase used by the German committee, in the extraordinary ‘‘Leidens- 
fihigkeit’”’ (capacity to suffer) of the putting-out system chiefly on account of the 
marked downward flexibility of wages paid to home workers (Der deutsche Aussen- 
handel, p. 232). 

The number of German trades which carry on production (partly) in the home- 
work manner is still considerable. Thus, for instance, various branches of the tex- 
tile and garment industry make use of household labor. The life-tenacity of the 
home-work method seems greatly increased in those cases in which we find specific 
types of machines used by home workers. To quote Taussig: ‘‘An interesting phase 
of the domestic industry in all the countries of the Continent is the application of 
electric power to the household loom; or rather, the introduction into domestic in- 
dustry of a new type of loom driven by electric power. The possibility of dividing 
and transmitting the electric current makes it feasible to secure, in some degree at 
least, the advantages of power without the concentration and large-scale operation 
which are the inevitable concomitants of the direct use of steam. Electricity has 
been parcelled out to small users in various branches of industry—cutlery and other 
metal trades, and various branches of the textile industries. Observers differ 
on the potentialities of this movement. To some it seems to promise the salvation 
of the domestic industry, and its maintenance for an indefinite time,—nay, even a 
reaction against the factory. By others it is thought but a temporary phase, only 
delaying for a time the inevitable universalization of concentrated large-scale 
production” (op. cit., p. 238). 

34 Such as, for instance, hand-blowers in the glass industry. 
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lived than the attempt to transfer production into the home-work 
sphere, for the simple reason that men or women working under 
putting-out conditions and operating often under part-time ar- 
rangements are expected to prove a more permanent source of 
supply of cheap labor than fully specialized, skilled workers in 
inefficient factories. 

b) Justified conservatism in technique and organization.—There 
seem to be trades in which, even today, there is little reason for 
standardization of output. A strong plea for the maintenance of 
the traditional and proverbial variety of articles produced (and 
decentralization of plant) was made by the small metal-ware 
(steel) trade which, even after the war, has been one of the leading 
export trades of Germany.**’ The number of types of articles sold 
at home and abroad has been estimated at thirty-five hundred. 
Moreover, the various types of articles are manufactured in an 
endless number of sizes and forms. The cutlery trade of the 
Solingen district, for instance, offers its wares in about twenty 
thousand different varieties, the lock and hinge industry in 
about ten thousand.** Members of the trade have in hearings 
connected with the Enguéte strongly defended the apparent hesi- 
tancy of producers about changes pointing in the direction of 
standardization and concentration of output in large-scale plant. 

Mechanization of output based upon standardization of demand may be 
possible as far as the German market is concerned, but it is out of the ques- 
tion in regard to foreign markets. The demand of the world market differs 
according to race and cultural level. Pliers and files have to be produced 
differently according to the specific needs of small and tall races, of South- 
Americans or Canadians. Among the more primitive people the exceedingly 
conservative nature of taste and whims plays a considerable role. They 
cannot be convinced like the people standing on a higher cultural level. The 
variety of products, therefore, can hardly be diminished.*” 

This emphasis of the small metal-ware industry on the con- 
servative influence of foreign buyers can hardly be explained in 

38 In 1929 its share of the aggregate value of German manufactured goods sold 
in foreign countries was ro per cent, i.e., a figure higher than that of the heavy steel 
industry (Der deutsche Aussenhandel, p. 333). 

% Die deutsche Eisen- und Stahlwarenindustrie (Enquéte Ausschuss. I. Unter- 
ausschuss. 5. Arbeitsgruppe. 11. Bd.) (Berlin, 1930), p. 232. 

37 Ibid., p. 256. 
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terms of an unusually large percentage of its output being sold 
outside of the domestic market. Ranging from 35 to 40 per cent, 
it is much lower than, for instance, that of the toy industry, which 
sold as much as 60 per cent (1929) of its output abroad. Rather it 
seems to be the unusually large geographical diversification of ex- 
ports which has to be held responsible for the lack of standardiza- 
tion. For whereas, for instance, the toy industry relies heavily on 
just two highly industrialized foreign markets, namely, the United 
States and England,** the industry of small iron- and steelware 
spreads its sales more equally all over the world, enjoying a strong 
foothold especially in agriculturally and economically less devel- 
oped countries.*? More than any other trade it manufactures ar- 
ticles to be used—aside from in households—in small shops and 
in handicrafts. In so far as it is a “‘producer’s goods”’ industry, it 
eddresses itself to a type of demand which is much less ration- 
alized than that of industrial business in the western countries. 
Indeed the danger of being pressed by competition arising from 
countries which, even in this field, have resorted to standardiza- 
tion and large-scale methods of output is more or less confined to 
a few singular cases.4° On the whole, the German trade has suc- 


cessfully defended its leading position among those nations which 
export small iron- and steelware.* 

c) Dual technique and erganization.—To a certain extent it is 
true of all German finishing trades that they combine larger and 
smaller units or working processes” implying intensive use of 


38 Even after the war no less than half of the value of toys exported went to these 
two countries (Der deutsche Aussenhandel, p. 242). 

39 Nearly three-fourths (1928) of total exports went into nicht-hochka pitalistisches 
territory, like China, British-India, and South American countries. 

4° Perhaps one of the most important examples is provided by the American 
razor-blade industry whose era of world-market domination was comparatively 
short on account of quick imitation and adoption of its pace-setting methods in 
Germany as well as other European countries. 

# In 1913 the percentage in world-exports of German ware was 41.5; in 1920, 
42.0; that of Great Britain, 27.5 and 19.9; that of the United States, 17.4 and 18.0; 
that of France, 9.2 and 14.1; that of Belgium, 4.4 and 6.0 (taking the combined 
exports of the countries named as a hundred per cent) (Der deutsche Aussenhandel, 
P. 243). 

# Either in different units or in one and the same firm. 
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machinery, on the one hand, and those emphasizing the use of 
direct labor, on the other. In some of the trades, however, this 
dual system in unit-size and technique of production is so con- 
spicuous that it tends to become a characteristic of these indus- 
tries. In regard to these trades we are confronted with the situa- 
tion that there exists a clear line of demarcation between branches 
which are definitely given to mechanization and standardization 
of output, whereas others seemingly are continuing to rely on 
skilled labor and variety of output. Examples of this are fur- 
nished by the leather-goods trade, the glassware, and the pottery 
industries. In these as well as in other cases the handicraft type 
of production is confined to the manufacturing of luxurious or 
custom-built articles subject to frequent style changes or to com- 
modities which, for purely technical reasons, cannot as yet be 
produced otherwise than by hand. 

The existence of such a dual principle is most clearly stated in 
the committee report on the German leather-goods industry: 

The German leather-goods industry is not integrated; rather it consists of 
several branches, the structure and economic problems of which are totally 
different. The difference reaches its strongest expression in the case of the 
“Portefeuillewaren” industry [small leather goods such as purses, briefcases, 
gloves, etc.],on the one hand, and the “Plattenkofferindustrie” [trunks, heavy 
suitcases], on the other. The production of small leather goods is pre- 
dominantly a handicraft process. There is only very little use of machinery. 
In the trunk and heavy suitcase industry the situation is different. Owing 
to an increase in demand ....it has become possible to produce these 
articles in standardized sizes and forms, by way of purely mechanical proc- 
esses. “Factories” with a far reaching degree of specialization, mass pro- 
duction and division of labor are the characteristics of modern trunk produc- 
tion.43 


Internationally, the problems of competition of the two sections 
are very divergent. The trunk and heavy-bag industry has relied 
so far mostly on the domestic market, in spite of the progress as 
to quality and costs made in post-war years. Particularly, there 
has been only very little export to the United States. The produc- 
tion of trunks is indeed a specialty of the American leather-goods 
industry, and the latter has played an important part in the 


Die deutsche Lederwarenindustrie, Enquéte-Ausschuss (Berlin, 1931), p. 125. 
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development of the trunk and heavy-bag industry in England.“ 
On the other hand, the United States and England (the latter 
country especially before the introduction of a 33.3 per cent ad 
valorem tariff on leather gloves in 1926) have been, as was men- 
tioned previously, most important markets for the German pro- 
ducers of small leather goods. 

A similar situation prevails in the glassware industry. While, 
in general, mechanization has made rapid progress in the German 
glass industry since 1925,‘° considerable efforts have been made 
at the same time to retain and even strengthen those branches 
which turn out highly finished and artistic goods. Thus, for in- 
stance, German glass producers in an attempt to ward off 
Czechoslovakian competition have built up an entirely new 
branch manufacturing crystal glass. Based on new processes of 
ornamentation (electrolytic processes) resulting in a lowering of 
the cost of production, the new branch has grown fast and has 
contributed considerably to the maintenance of German exports 
of glassware, especially in regard to the United States.* 

d) Adoption of large-scale methods of production —There are 
several cases in which trades previously organized in small units 


relying on handicraft methods successfully adopted a system of 
serial production in large plants. It is safe to assume that all these 
industries operate under conditions of decreasing cost (average 
cost) along with the increase in unit size of plants.‘7 But since 


44 Ibid., p. 96. 

45 In 1925 no less than 908 per cent of all the window glass produced was blown by 
workers. Four years later, in 1929, production was almost completely mechanized, 
in that only 4 per cent of the total output were not yet taken care of by automatic 
blowing machines. 

The same situation prevailed in the hollow-ware branch, where the percentage of 
products blown by machines was 2.4 in 1925 and 95.9 in 1929 (Sonderheft 10 of 
Wirtschaft und Statistik, Berlin, 1933, p. 43). 

The rapid progress of mechanization has resulted in throwing the complete male 
population of many small towns in Saxony out of work 

46 Exports of glassware from Germany to the United States have decreased con- 
siderably since 1914, with the exception of what is referred to in the official trade 
statistics as ‘‘veredeltes Hohlglas” (meaning refined hollow-ware such as polished 
bottles, carafes, etc.). 

47 One of the earlier examples of successful introduction of flow production is 
provided by the clock and watch industry which began to make its first steps toward 
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the same can be said about other hitherto unadjusted trades in 
Germany, this factor cannot be regarded as the only, and perhaps 
not even the decisive, cause of the adoption of the new method. 
Rather it seems that the change is due to the absence of those 
particular delaying factors which have been indicated in the 
previous section dealing with unadjusted trades. Wherever the 
change was made the Enquéte reports do not fail to register the 
existence of certain outstanding firms headed by far-sighted and 
energetic entrepreneurs who have brought about a reorganization 
of the trade to which they belong; either by forcing weaker estab- 
lishments out of business (low-cost competition), or through 
mergers, consolidations, or holding companies. Also the reports 
point out that the introduction of more fully mechanized methods 
of production was done, at least partly, on the basis of machinery 
imported from the United States.** 


concentration and mechanization of output in the second half of the past century. 
Shortly before and after the war Germany added to its clock industry (i.e., that 
branch which is really an old German special trade and has enjoyed world-wide 
recognition for centuries) a watch industry which from the start was organized 
along modern industrial lines. Concentrating on the manufacturing of compara- 
tively cheap and simple watches, it has displayed great competitive strength both 
at home and abroad. Swiss watches which before the war dominated the German 
market were more and more driven back by the domestic product, with the excep- 
tion of expensive and largely handmade models. But the clock industry, too, is 
today highly concentrated in a few leading firms. This is true not only of that part 
which produces modern (electric) clocks, but also of the old hinterland section 
(Black Forest) which, at least as far as the metal parts of the clocks are concerned, 
applies automatic or semiautomatic devices. A high percentage of the clocks are 
standardized products with only a few finishing touches done by direct labor (Die 
deutsche Uhrenindustrie, Enquéte-Ausschuss (Berlin, 1930], p. 145). 

As, for instance, in the clock and watch industry, the shoe industry (“‘United 
Shoe Machinery Corporation”), and, more recently, in the piano industry as well 
as the automotive industry. 
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I 


OME kinds of risk the majority of people bear willingly, 
even eagerly—other kinds are borne unwillingly or only 
for adequate compensation. Moreover, the individual’s 

risk-preference may be satisfied by the bearing of those risks 
which are a by-product of economic activity in general; or it may 
be satisfied by the assumption of risks specially created for the 
purpose. It is convenient to class as gambling the bearing of those 
risks which do not owe their existence to the production of other 
forms of wealth.’ Very great ingenuity has been devoted at dif- 
ferent times to the manufacture of risks more perfectly adapted 
to the satisfaction of the gambling instinct, and to the circumven- 
tion of laws against their manufacture. What determines the ex- 
tent to which the risk-preferences of the community are satisfied 
by the former kind (by-product risk) rather than by the latter 
(specially created risk)? How far is it desirable that it should be 
satisfied by the one kind rather than by the other? 

To answer these questions it is necessary to examine briefly the 
manner in which equilibrium is achieved in different types of 
speculative market between the risk-preference and the supply 
of risk available for its satisfaction. Take first the case of the 
stock market. The purchase of a block of (say) Utopian Copper 
Mines satisfies the risk-preference just as adequately as does the 
purchase of a lottery ticket—the standard example of the creation 
of risk for its own sake. But the risk-preferences satisfied are 
rather differently shaped in the two cases. A man may buy com- 
mon stocks without believing that very long odds are involved in 
their future price behavior. He may believe that a slight rise in 

* Cf. C.O. Hardy, Risk and Risk-Bearing (Chicago, 1923), esp. p. 128; also ‘‘Specu- 
lation” in Encyclopedia of the Social Sciences (New York, 1935), XIV, 280. 
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their price is highly probable, yet disbelieve entirely in the possi- 
bility of a very large rise. In other words, he buys Utopians 
rather because his estimate of their future behavior, and therefore 
of their present value, differs from that of the market, than from 
any satisfaction he gets from risk-bearing as such. His estimate 
may have some more or less rational basis, or it may be merely a 
“hunch.” On the other hand, if he puts a sufficiently high nega- 
tive value upon risk-bearing, he would not buy them whatever 
his estimate of their future behavior. But in the case of a lottery 
the actuarial value of the expectation is almost always known, by 
purely objective criteria, to be less than the price of the ticket. 
People therefore buy lottery tickets purely because they set a 
positive valuation upon the particular form of risk distribution 
which these tickets offer. This may or may not be true of the 
man who buys stocks. 

There is, however, a further distinction: the purchase of 
Utopians in the market (assuming a fixed amount of them to be 
issued) merely transfers the risk involved in holding them from 
one person to another, does not alter the total risk-bearing of the 
community, and cannot therefore be classed as gambling. The 
holding of the total amount of Utopians in issue in fact represents 
the risk-bearing incidental to the provision of capital for the 
copper-mining enterprise in question. The purchase of a lottery 
ticket, on the other hand, involves the creation of a risk which had 
no previous existence. 

Now the risks associated with the provision of the capital in 
question may be increased, and gambling may take place, in a 
variety of ways. Of these the most common on European ex- 
changes is the conclusion of time bargains, or transactions “for 
the account.” If a holder of Utopians sells them forward he 
merely transfers his risk-bearing to the purchaser. But if some- 
one not at present owning Utopians sells them forward, i.e., “goes 
short” of them, then the risk-bearing of both parties to the con- 
tract is increased, nobody’s risk-bearing is diminished, and we 
may call it gambling. Where daily settlements make it impossible 
to go short in this manner, the same object may be achieved 
through the sale of borrowed stock. Indeed, in New York ar- 
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rangements for borrowing stock are so highly developed that it 
hardly seems likely that the insistence on daily settlements does 
much to discourage short selling. In London, however, it is not 
quite so easy for a man to go short of Consols (transactions in 
which are settled daily) as to go short of industrial securities 
(where time bargains are the rule). 

Speculation of this character—“gambling,” we have called it— 
is mainly associated in the public mind with a rising market. 
This is because when Utopians rise in price both the number of 
people who expect them to rise farther and also the number who 
expect otherwise tend to increase simultaneously. We may sus- 
pect that in proportion as the public enters the former class the 
professional operator moves from the first class to the second. It 
may well be that a steadily falling market also brings about an 
increasing division of opinion, but as to this there is at present 
less evidence. 

Theoretically, indeed, a bull market might perfectly well de- 
velop without the appearance of those particular speculative con- 
tracts which constitute gambling. If no division of opinion de- 
veloped there would be no short side to the market. In that case, 
whatever happened to their price, the issue of Utopians would re- 
main distributed among owners whose desire for risk-bearing, or 
whose optimism, or both, was greatest. Each investor would be 
providing continuously the amount and kind of capital which in- 
flicted on him the least subjective cost. Even when the daily turn- 
over increases, this is not in itself proof that a short side has 
developed. A large turnover may mean merely that the identity 
of those best qualified to hold Utopians is undergoing a rapid 
change. Everybody would be a bull, for the only risks present 
would be those associated with the mere holding of the stock. 
This statement, of course, neglects the vague but extensive bear 
position in Utopians consisting of all other holders of money 
balances, who would naturally be able to buy the stock cheaper 
if its price fell—i.e., would see their money appreciate. 

Probably the only important speculative market in which there 
is in practice no short side is the market for land. In order that 


2 Cf. J. M. Keynes, Treatise on Money, Vol. I, chap. xv. 
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a bear position (properly so called) may develop, arrangements 
for sale without possession are essential, and in the land market 
these are absent. Indeed, real estate is one of the few objects 
suitable for speculative trading in which it is not possible to 
gamble. In the stock market, however, there will nearly always be 
persons, not merely who believe that Utopians are overvalued, 
but the shape of whose risk-preference leads them to take ad- 
vantage of the arrangements for short selling. In the words of a 
well-known gambler: 


. ... Most men (till by losing rendered sager) 
Will back their own opinions with a wager. 
—ByYRON 


The bear position can, of course, only increase pari passu with 
an increase in the bull position, and vice versa. The amount of 
gambling or excess risk-bearing—i.e., the size of the short posi- 
tion—depends partly on the degree to which opinion is divided 
and partly on how far each side’s risk-preferences induce them to 
“back their own opinions with a wager.”’ Marked division of 
opinion is especially likely when there are great differences in the 


amount and reliability of the information possessed by different 
people. For example, “insiders” may receive special knowledge, 
or the public may be unable or unwilling to make use even of the 
information which is commonly available. People will proceed 
to back up their opinions with market action to the extent that 
telegraphic and other arrangements for the purpose are highly 
developed, and that they do not have other outlets for the satis- 
faction of their risk-preferences. On grounds of public morals, 
and on account of the instability to which it leads, great efforts 
have been made in recent years to discourage such market action. 
How far these efforts have been successful in reducing unin- 
formed risk-bearing and in checking the division of opinion, 
without reducing the supply of willing risk-bearers, it is not here 
possible to inquire. 
II 


Let us turn next to the market in foreign exchange. As far as 
variations in exchange rates are concerned, the risks to which an 
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individual is subject are as small as possible if he holds his cash 
balance in the currency in which his future commitments are 
measured. An American who holds sterling is therefore gambling 
unless he expects to have to make disbursements in sterling. 
Similarly, if his commitments are in dollars and he expects to re- 
ceive sterling in the future (e.g., in payment for exports), his risk- 
bearing will be as small as possible only if he sells the latter for- 
ward for his native currency. In this the exchange market re- 
sembles the stock market: time contracts are no proof of gam- 
bling, but gambling will be present unless every such transaction 
reduces the risks borne by at least one of the parties to the con- 
tract. If the transaction covers a risk for one party, and at the 
same time puts the other party, having no risk to cover, in an 
uncovered position, then the risk is thereby shifted—no alteration 
takes place in the community’s total risk position. If both parties 
to the contract cover a risk in making it, then risk reduction 
takes place, for two risks cancel each other by marriage. If 
neither party covers a risk in making the transaction, both in- 
crease the risks to which they are subject and the contract is 
plainly a case of gambling. 

Now the exchange market differs from the stock market in two 
important respects. In the first place, gambling in exchange can 
exist even in the absence of time transactions, for there is nothing 
whatever to prevent individuals from holding balances in centers 
where they are perfectly certain never to have to make a payment. 
Their motive might be to safeguard themselves against inflation 
at home, but it is more likely to depend on the expectation of an 
exchange fluctuation. They might, of course, also obtain higher 
interest rates in the foreign center; but if this were the sole mo- 
tive, care would most likely be taken to guard against the ex- 
change risk. 

In the second place, we have seen that, in the stock market, at 
least enough people must be uncovered bulls for the outstanding 
volume of stock to be carried. This corresponds to the minimum 
risk involved in the provision of capital, and it is this minimum 
which is exceeded when gambling develops. But in the exchange 
market matters stand differently. There is still a minimum 
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amount of risk which cannot be covered, and we may still say 
that if this minimum is exceeded gambling is taking place. But 
this minimum is rather less easy to describe than in the former 
case. It is determined by the degree of uncertainty which at- 
taches to the expected magnitude of the future receipts and pay- 
ments of each individual in any given currency. If everybody 
could perfectly foresee exactly how much of his income would 
accrue, and expenditure have to be made, in each and every cur- 
rency, and at precisely what dates settlements would take place, 
then exchange risks might (in the absence of gambling) sink al- 
together to zero. The American exporter, for example, minimizes 
his risks by selling forward the mean value of his expected receipts 
in sterling at each date in the future. If his receipts were exactly 
determined in advance, it would be unnecessary for him to bear 
any exchange risk. Since they are not so determined, he has to 
bear an exchange risk against which he cannot cover himself.’ 
And the sum of such residual uncertainty represents the com- 
munity’s minimum of risk-bearing in connection with the foreign 
exchanges. 

The methods by which exchange risks may be reduced or (when 
future income and outgo are known certainly) abolished are 
familiar. First, transactions of those who wish to sell forward 
(typically exporters) and of those who wish to buy forward (im- 
porters) can be married. Second, in so far as there remains a 
residue of transactions of one kind or the other which cannot be 
married, exchange may be bought or soid spot and the proceeds 
held. This leads to the well-known proposition that the difference 
between spot and forward quotations for exchange tends to equal 
the difference between the interest rates ruling in the centers con- 
cerned. 

That portion of the exchange risk which individuals desire to 
cover, but which cannot be covered by the marriage of appro- 
priate transactions, can therefore still be covered with the help of 


3 If his receipts fall short of his mean expectation, while the pound appreciates, 
he stands to lose not only because of the shortfall of his receipts in sterling but also 
because of the excess cost of the more expensive sterling which he has to buy spot in 
order to fulfil his forward contract. 
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a short-term movement of capital. Now the wider development 
of facilities for making forward contracts in exchange has some- 
times been advocated as a means of mitigating the risks associ- 
ated with the conduct of foreign trade in the absence of an interna- 
tional currency standard. As far as concerns the risks associated 
with current commodity imports and exports, which are not con- 
tracted for very far into the future, the forward-exchange market 
can undoubtedly fulfil such a function. It is not always realized, 
however, that a market in forward exchange is powerless to reduce 
exchange risks in connection with capital movements, except in 
so far as a country is both lending and borrowing simultaneously. 
For if—as will usually be the case—-the movement of capital is 
a net outflow (or inflow), sellers (or buyers) of forward exchange 
will predominate. Since the movement is in one direction only, 
it is impossible for the individuals concerned to cover their ex- 
change risks except by selling (or buying) exchange spot and hold- 
ing the proceeds. This means the reimportation of just so much 
capital as has originally been exported. If, therefore, exporters 
of capital insist on covering their exchange risks, they will find it 
impossible to move any capital at all. 

Evidently, if exchange risks are to be reduced to a minimum, 
capital movements must adjust themselves to the demands for 
exchange cover, and not vice versa. It is often claimed that in the 
real world a fair proportion of short-term movements of capital 
do actually have this object in view. But the fact that exchange 
cover is normally asked for and granted only over relatively short 
periods into the future, and that movements of short-term capital 
will therefore suffice to provide the cover, should not blind us to 
the true nature of the case. For example, if a firm which is 
specialized to supplying some foreign market is to reduce its ex- 
change risk to a minimum, not merely between now and six 
months hence, but over the whole expected life of its capital 
equipment, it will be necessary for it to obtain exchange cover 
for the mean expected value of its receipts of foreign currency at 
appropriate dates from the moment the investment is made until 
its machinery wears out and its organization is disbanded. 

This is admittedly,a highly abstract problem, but one I think 


mee 








a) 
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of some interest. If by some curious accident there existed in the 
foreign country a firm, specialized to supplying some market in 
this, whose expected life and scale of operations corresponded to 
those of our first firm, then of course the two of them could ar- 
range a series of transactions which would marry the exchange 
risks of the firms over their joint expected lives. There is no 
other solution to the problem, except for the home industry to 
import capital (short, medium, and long term) to cover its mean 
expected receipts at every stage in its life-history. If it chose to 
do this, it could repay the capital borrowed abroad out of its 
sale proceeds abroad—and meanwhile a corresponding volume of 
reserves invested at home would be liquidated, so providing the 
firm with current receipts in home currency. Nobody would ever 
do this, and every firm specialized to export must consequently 
bear its own exchange risk, at least outside the immediate future. 

Long-run exchange risks are of much the same nature as the 
risk of other disappointments for the investor. Outside periods of 
maladjustment between the exchange rate and that which may 
for convenience be called the “purchasing power parity,” ex- 
change losses represent variations which have come about in 
comparative cost, and these are not really distinguishable from 
losses due to any other cause, nor are they in any way peculiar 
to international trade. Exchange losses (or profits), properly so 
called, are confined to those which accrue as a result of a diver- 
gence between the actual exchange rate and the equilibrium or 
parity rate. While the risk of such a maladjustment is the risk 
of something temporary, it may extend far beyond the three or 
six months over which forward cover is usual. 

Other things being equal, a firm which depends on a foreign 
market will bear a smaller exchange risk if its equity is held in the 
foreign country where its market lies. Quite apart from differ- 
ences in the price of capital and of risk-bearing, it may well be 
that England gets its tea and rubber, and the United States its 
imported sugar and bananas, somewhat cheaper than they would 
if these countries did not own the equity concerned. Moreover, 
the exchange risk itself is often smaller between a country and its 
colonies than between two politically independent units. Doubt- 








404 HAROLD BARGER 


less many of the alleged economic advantages of owning colonies 
are illusory. Small matter though it be, here is a definite if slight 
advantage. 

But if in general exchange risks can only be borne at some cost, 
there will, at a time when exchanges are fluctuating, be people 
anxious to assume exchange risks, because they expect a move- 
ment in a particular direction, and because their risk-preference 
urges them to back up their views by concluding appropriate 
speculative transactions. Such people will be more numerous 
the more acutely opinion is divided concerning the future of a 
given currency. As in the security markets, so in the foreign- 
exchange market, the bull position in a given currency can only 
increase pari passu with the bear position. Unlike the stock 
market, however, the exchange market may contain more bears 
than bulls. In dollars the bear position probably exceeds the bull 
position, owing to America’s foreign investments. Wherever obli- 
gations are not measured in the home currency, creditor countries 
tend to be bears of their currencies, and debtor countries to be 
bulls. 

III 

Let us finally turn for a short space to the market in commodity 
futures. The motives for buying spot peanuts, or for concluding 
a forward contract for their purchase, are not unlike the motives 
for buying foreign exchange spot or forward. Some people, having 
a future need for peanuts, will buy them to reduce their risk- 
bearing. Others will buy peanuts as they might buy francs, be- 
cause they expect a rise in their price, and are anxious to “back 
their own opinions with a wager.” In the case of the exchange 
market, as we saw, the risk-bearing of the community is at a 
minimum when everybody’s holding of every currency (and for- 
ward commitments in that currency) are perfectly accommodated 
to the mean value of their expected receipts and disbursements 
in the currency. In like manner, the risks which hinge upon the 
price of peanuts will be at a minimum when producers have sold 
forward their mean expected output, holders have sold forward 
their stocks, and consumers have bought forward their mean 
expected consumption. 
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But in general—quite apart from the artificial creation of risks 
for gambling purposes—those who wish to sell forward will great- 
ly exceed those who wish to buy forward, at any rate for all but 
the most proximate dates in the future. For the producer’s risk- 
bearing will be at a minimum only if he is able to sell forward his 
mean expected output for all relevant dates in the future right 
up to the moment when his fixed capital wears out and his 
specialized resources are free to be turned over to some other use. 
The typical consumer, on the other hand, is notoriously tempera- 
mental, and refuses to commit himself to continuing his current 
(or any other) volume of consumption in times to come. Nobody 
can blame the consumer or expect him to deny himself the 
right of substitution. But it is the instability of his demand for 
peanuts, coupled with the fact that this demand cannot be satis- 
hed without rendering resources immobile, which makes risk- 
bearing necessary. 

As with the other markets discussed, if gambling in our sense 
is absent, it is impossible for a bull position and a bear position 
in peanuts to coexist. For if they do appear simultaneously, the 
two sides of the market can always reduce their risks by making 
contracts with each other, until only bulls or only bears are left. 
Usually only bulls will be left, for the reasons just discussed. 
Exceptionally, however, there may be a greater vested interest 
in the consumption of a commodity than in its production, in 
which case bears will predominate. Fuels which require special- 
ized furnaces for their use may possibly fall into this category. 
Gambling, however, will seldom be entirely absent—usually 
divided opinion will cause bulls and bears to exist side by side. 
The actual amount of risk borne at any moment in connection 
with peanuts is only partly a function of the extent to which their 
production (or use) has attracted specialized resources, and of the 
stock of peanuts in existence. Mainly it is a function of the type 
and extent of the market’s contractual obligations, and this may 
rise or fall with only the vaguest reference to the peanut itself. 

When gambling is absent it may be said that an organized 
commodity market does two things. By marrying the risks of in- 
dividuals it reduces the amount of risk to be borne, though we 
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have seen that it cannot eliminate risk altogether. But it does 
more than this. For it enables risks which must be borne to be 
transferred from producers and consumers of the commodity, 
who do not specialize in risk-bearing and may consequently be 
supposed to have a low risk-preference, to professional commodity 
brokers who may be expected (since they have chosen this as their 
vocation) to have a higher risk-preference. It may be claimed, 
therefore, that the risk-bearing is done by those on whom it im- 
poses the least subjective cost. The cost to the community may 
even be negative. 

From this point of view it might even be argued that a still 
further advantage is to be gained if the public chooses (or can be 
induced) to take a hand. For if it develops that there are out- 
siders who like bearing risks and who are prepared to bear them 
even more cheaply than the professional operator—perhaps, indeed, 
to pay for the privilege of doing so—then the community may get 
its risk-bearing done still more cheaply. Unfortunately, in nine 
cases out of ten this plea for outside participation breaks down. 
For we have seen that when a willingness to bear risks is accom- 
panied by a difference of opinion, gambling develops and the sup- 
ply of risk is artificially increased. And the public, being particu- 
larly ill informed, is perhaps only too likely to contribute to such 
a difference of opinion. It is often argued that a market with 
two sides is more stable than a market with only one, but such a 
claim assumes that the division of opinion is not due to ignorance 
or misinformation. Moreover, the public’s estimates are likely 
not only to be ill informed, but also notably unstable. 


IV 

The existence of a positive risk-preference—that is, the willing- 
ness of many people to bear risks even though their mean expecta- 
tion is less than the price, provided the odds attract them—is, I 
think, undeniable. The interest of the average Englishman in 
horse-racing and of the average American in the stock market 
provide ample evidence of a strong psychological need for forms 
of excitement which are obtainable only through the bearing of 
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certain types of risk. We may briefly summarize the consequences 
of this as follows. 

In the first place, the risks assumed in each of the several types 
of speculative market discussed above flow originally from a com- 
mon source—the immobility of resources once they have become 
specialized to a particular branch of production. They are a by- 
product of other forms of economic activity. Risk-bearing forms 
only a small part of the cost of producing a commodity, and its 
production satisfies many other needs besides the risk-preference. 
These other needs will be more-completely satisfied the more 
widespread the desire for risk-bearing as such, and the more com- 
pletely this desire can be satisfied through the assumption of the 
ordinary economic risks. The survival of the small enterprise 
where it appears less efficient than the large may well be due to 
the fact that many businessmen derive a psychic income from 
their risk-bearing. 

Unfortunately, the more common types of economic risk do 
not usually present suitable odds, or cannot be dissociated from 
the exercise of other functions, such as organization. Conse- 
quently they are often not suitable for satisfying the risk-prefer- 
ences of the community at large. Hence it comes about that all 
sorts of risks already in existence are multiplied, and altogether 
new sorts of risk invented,‘ in order to satisfy the desire for risk- 
bearing. It is the creation by bets, options, forward contracts, 
time bargains, or the failure to insure, of “unnecessary” risk, 
which constitutes gambling.5 

In the second place, the risk-preference is usually so shaped as 

4 Pride of place among recent inventions of this kind must, I think, be given to 
the coin-operated pin-table. 


5 If it is impossible to drop the distinction between “legitimate” speculation and 
“‘illegitimate,”’ the latter might perhaps be identified with what we have called 
“gambling.”’ It will be observed that the great difficulty about this category is that 
it is often impossible to say whether or not it contains a particular transac. n. No 
doubt the whole of a lottery is a gamble, but stock-market transactions ill be 
partly “legitimate,” and partly “‘illegitimate,” and in the case of an isolated transac- 
tion there may be no way of telling which. No doubt where bulls predominate all the 
bears are gambling, and so also are an equal number of bulls. But which ones? 
Hardy, using the same criterion as we have done, excludes gambling from his specu- 
lative concept, but does not discuss this difficulty. 
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to present a premium on long odds. This causes more resources 
to be devoted to some sorts of risky enterprise than would other- 
wise be the case. It is probable that gold-mining gets its capital 
more cheaply on this account than actuarial calculations would 
warrant. The preference for, and the low average remuneration 
in, occupations in which there are prizes (e.g., film-acting, novel- 
writing) is notorious. 

In the third place, since the desire for risk-bearing is often as- 
sociated with an acute division of opinion, the result may often be, 
not that the necessary minimum risk is assumed at a specially low 
cost, but that an additional reason appears for the creation of 
artificial risk. In the stock market unequal diffusion of informa- 
tion, and unequal ability to use what information is available, are 
particularly productive of divided and unstable opinion. In the 
stock market, too, facilities are unrivaled for the expression of 
opinion through the negotiation of contracts of appropriate type. 
The heavy cost which this may involve indirectly in the form of 
economic instability is, of course, nowadays a familiar theme. 
“When the capital development of a country becomes a by- 
product of the operations of a casino, the job is likely to be ill- 
done” (Keynes). If the desire to subject one’s self to risk is a 
very fundamental part of human nature, it is perhaps best that 
it should be satisfied in a manner which has as few reactions as 
possible on the general level of economic activity. If gambling is 
antisocial, it is so in varying degrees. The fellow who idly drops 
a nickel into a machine in the hope that it will return him twenty 
causes at any rate only a negligible disturbance to the economic 
process. Sociologically speaking, it has often been said that in 
England the race course fills the place occupied by the stock 
market in American life. It may even be that horse-racing, by 
providing a harmless outlet for the desire to gamble, contributes 
to economic stability. 

6 The per capita volume of race-track betting (mainly off the course) in Britain 
has been put at over five times that in the United States (cf. Encyclopaedia of the 
Social Sciences, V1, 556). 





A NOTE ON LAWFUL MONEY 


IRA B. CROSS 
University of California 


MOST excellent and thorough discussion of the concept of 
lawful money by Dr. E. C. Simmons appeared in the Journal 
of Political Economy, February, 1938, pages 108-18. Inas- 

much as the subject is one which has intrigued me for many years, I 
hope that a few additional comments may not be out of place. 

In federal legislation the term first appeared in the Act of February 
25, 1862, which authorized the original issue of greenbacks and de- 
clared them to “‘be lawful money and a legal tender’”’ for all debts public 
and private, except for interest on the public debt and import duties. 
Dr. Simmons thinks that possibly Congress designated them as lawful 
money because it “may have been desirous of promoting” their ac- 
ceptability. In reality that was the reason why Congress gave them 
legal-tender powers for practically all purposes. Bankers and the pub- 
lic alike did not know what was meant by the term “lawful money” 
(and today I doubt if we can accurately define it), but they did have a 
hazy, though possibly an incorrect, appreciation of what was meant by 
the term “legal tender.” 

I am led to question the author’s statement that Congress, by con- 
ferring partial legal-tender powers upon the greenback, “automatically 
made it lawful money.” If such were the case, how then can one ex- 
plain the fact that although from 1873 to 1933 nickels and pennies 
were legal tender in sums up to twenty-five cents,’ they were never ac- 

* Dr. Simmons states that there is some uncertainty as to whether or not minor 
coins have full legal-tender powers under the acts of May 12 and June 5, 1933, 
which gave full legal-tender powers to “all coins and currencies of the United 
States,” because there is a “‘question as to whether or not a general statute repeals a 
specific statute.’’ As evidence he cites the retention of the law limiting the legal- 
tender powers of minor coins by the compilers of the Code of the Laws of the United 
States of America in Effect January 3, 1935. By the same token, therefore, the Act 
of December 24, 1919, which consisted of two short sentences and which gave gold 
certificates full legal-tender powers, would as a specific statute also be exempt from 
the application of the acts of May 12 and June 5, 1933. Yet no question was raised 
by the compilers of the Code or by Dr. Simmons as to the full legal-tender powers 
of gold certificates at the present time. Compilers of codes sometimes make mis- 
takes. The issue, however, is unimportant because of the relatively small amount 
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corded the privilege of being used by national banks as lawful money 
for reserve purposes?? Thus when Congress confers legal-tender power 
upon any kind of money, the latter does not automatically become 
lawful money. It should also be noted that an act of Congress classi- 
fying a type of medium of exchange as lawful money or as being legally 
usable for reserve purposes does not automatically confer legal-tender 
powers upon it. The National Bank Act of 1863-64 designated clear- 
ing-house certificates as lawful money, yet they have never possessed 
any legal-tender powers. The Act of July 12, 1882, declared that silver 
and gold certificates might be used as part of the “legal reserve” of 
national banks (gold certificates were again given this privilege by the 
Act of March 14, 1900), but neither kind of money was granted legal- 
tender powers until many years later (gold certificates in 1919 and sil- 
ver certificates in 1933). 

Thus, further to add to the confusion surrounding this concept, 
may one not state that in the light of the foregoing evidence lawful 
money is not necessarily possessed of legal-tender powers; that grant- 
ing legal-tender powers to any kind of money does not automatically 
make it lawful money; and that because Congress declares that a par- 
ticular kind of medium of exchange or credit instrument may be used 
for lawful-money purposes or for legal-reserve purposes does not neces- 
sarily confer upon it legal-tender powers or the status of lawful money? 

From an analysis of the discussion at the time of the passage of the 
greenback laws and later, it is apparent that it was not the intent of 
Congress, in designating greenbacks as lawful money, to create a new 
classification of money, i.e., (@) lawful money and (6) other kinds of 
money. If that had been the case Congress would undoubtedly have 
proceeded to define lawful money and to classify the previously author- 
ized kinds of money. In enacting earlier monetary legislation there had 
been no question as to the constitutional powers of Congress; but there 
were grave doubts in the minds of the legislators as to the constitu- 
tionality of the greenback statutes. Congress, foreseeing a court test 
of the legislation, deemed it advisable to strengthen its position as much 
as possible by openly declaring the greenbacks to be lawful money, 
i.e., money lawfully and constitutionally issued, in the hope that the 


of minor coins in circulation, and because gold certificates are not now in general 
circulation. 


2 Since 1933 Federal Reserve banks have included minor coins as part of their 
required reserves. 
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courts would not be able to raise any question as to the intent of the 
lawmakers. 

Whether intentionally or not, Congress appears to have made a dis- 
tinction between lawful money and those things which could be used 
for lawful-money purposes and for legal-reserve purposes. It desig- 
nated certain mediums of exchange as lawful money; and it declared 
that certain mediums of exchange and credit instruments might be 
used for lawful-money purposes or for legal-reserve purposes. The two 
groups are not identical. 

In discussing the former Dr. Simmons states that “no other type of 
money [besides greenbacks] has been specifically designated by Con- 
gress as lawful money,” and in a footnote excepts the demand Treasury 
notes of 1861. But the Act of March 17, 1862, declared that demand 
Treasury notes issued both under the Act of July 17, 1861, and the 
Act of February 12, 1862, were lawful money; the National Bank Act 
of 1863-64 designated clearing-house certificates (which some author- 
ities might claim were not money) as lawful money; and the Act of 
July 12, 1870, which created the so-called national gold banks, stated 
that “the terms ‘lawful money’ and ‘lawful money of the United 
States,’ ”’ when applied to these banks, “shall be held and construed to 
mean gold or silver coin of the United States.” 

In connection with the second group of congressional declarations, 
i.e., those relating to lawful-money reserves or legal reserves, it may be 
recalled that the National Bank Act of 1863-64 required national 
banks to keep a certain percentage reserve of lawful money behind 
bank notes’ and bank deposits, and that the legislation contained no 
definition of lawful money. Dr. Simmons concludes that Congress was 
“definitely referring to United States notes” because “‘greenbacks were 
the only money in circulation” at that time. The Comptroller of the 
Currency presumably thought otherwise, for he never followed the 
policy of accepting only greenbacks as lawful money for reserve pur- 
poses. The facts are as follows: (a) The National Bank Act explicitly 
designated clearing-house certificates as lawful money. They first ap- 
peared as part of the legal reserves of national banks in the 1870 report 
of the Comptroller of the Currency.‘ (6) Although there was only a 
small quantity of specie in the hands of the public, national and state 


3 Repealed as to bank notes, June 20, 1874. 
4 Report of the Secretary of the Treasury on the State of the Finances (1870), pp. 
34°35- 
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banks “continued to hold large amounts of specie in their reserves.”’s 
(c) The average annual coinage of gold, silver, and copper coins by the 
United States mint during 1861-64 ($49,675,634) was fairly close to 
that for the period 1851-60 ($54,755,321).° (d) The Comptroller of 
the Currency in his report for 1865 stated that the required reserves of 
national banks on October 1, 1865, totaled $74,261,847, of which 
$14,966,143 was held in specie.’ (e) In the first detailed published report 
of the Comptroller of the Currency (1868),® the “Table of the State of 
the Lawful Money Reserve”’ discloses $114,306,491 in legal tenders, 
$18,103,979 in specie, $48,242,030 in compound-interest notes and 
3 per cent temporary-loan certificates (although at no time had these 
been designated by Congress as lawful money), and $62,262,288 as due 
from other banks (redeposited reserves). It thus appears that even 
in those early years of the national banking system greenbacks were 
not the only element in the required lawful-money reserves. 
Congress appears to have made no distinction between the terms 
“reserves of lawful money,” “lawful reserves,” and “legal reserves.” 
Those mediums of exchange which it declared could be used for lawful- 
money-reserve purposes were not necessarily considered by it as being 
lawful money, although the National Bank Act required that reserves, 
except redeposited reserves, be held in lawful money. The following 
instances illustrate this point. As stated above (and also by Dr. Sim- 
mons), the Act of July 12, 1882, authorized the use of silver and gold 
certificates for “lawful reserve” purposes (the Act of March 14, 1900, 
repeated the provision for gold certificates). The Act of March 2, 1867, 
permitted the use of the temporary-loan certificates (which had been 
issued to retire the compound-interest notes) as part of the “reserve” 
required by the National Bank Act. The Act of July 25, 1868, granted 
the same privilege to the 3 per cent temporary-loan certificates, but 
this provision was repealed by the Act of July 12, 1870, which stated 
that they should “no longer be available as any portion of the lawful 
money reserve” of a national bank. The Act of June 8, 1872, permitted 
national banks to deposit greenbacks in sums of not less than $10,000 
with the secretary of the Treasury, and receive therefor certificates 
which could be ‘‘counted as part of the legal reserve.” Gold and silver 
coins were never designated by Congress as lawful money, nor was 


s W. C. Mitchell, A History of the Greenbacks (University of Chicago Press, 1903), 
p. 142. 

* Report of the Secretary of the Treasury on the State of the Finances (1865), p. 235- 

7 Ibid., p. 64. 8 Ibid. (1868), p. 8. 
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any legislation ever enacted which explicitly permitted them to be 
used for legal-reserve purposes, yet from the very first they were ac- 
cepted by the Comptroller of the Currency as part of the “lawful- 
money” reserve. The Comptroller of the Currency, in drawing up the 
forms on which national banks reported their reserve position, evident- 
ly used his discretion in deciding what mediums of exchange, in addi- 
tion to those designated by Congress, could be used to satisfy the law- 
ful-money-reserve requirements. Incidentally, it is interesting to note 
that although national bank notes were never declared to be lawful 
money or at any time accorded the privilege of being used for reserve 
purposes, we find the item of “$527,400 national bank notes” in the 
reserve statement of the Federal Reserve banks for December 4, 
1914.9 

A final illustration shows how loosely Congress has employed the 
term “lawful money.” Prior to the legislation of 1933-34, Federal Re- 
serve notes were redeemable at any Federal Reserve bank “in gold or 
lawful money,” and Federal Reserve banks were compelled to hold a 
35 per cent reserve “in gold or lawful money” behind their deposits. 
Congress did not use the phrase “in gold or in other forms of lawful 
money.” It definitely set the two terms in contrast to each other, which 
would lead one to surmise that it did not deem gold to be lawful money, 
which conclusion is too absurd to merit consideration. 

On the basis of the material so excellently presented by Dr. Sim- 
mons and in the light of the foregoing additional data, it should be evi- 
dent that there is ample justification for the existence of doubt as to 
what Congress meant by its use of the term “lawful money.” About 
all that can be said is that apparently the term refers to any kind of 
money issued by the federal government (except nickels and pennies 
prior to May 12, 1933), and to certain other kinds of mediums of ex- 
change explicitly designated by Congress as lawful money. It does not 
include all those mediums of exchange and credit instruments which 
Congress has authorized to be used for lawful-money reserves or legal 
reserves behind the bank notes and deposits of national banks. It 
would indeed be helpful, as Dr. Simmons suggests, if Congress should 
at some future date see fit to define the term. 


* First Annual Report of the Federal Reserve Board (1914), p. 202. 





A NOTE ON THE “ECONOMICS OF PUBLIC 
INVESTMENT” 


HANS RICHTER-ALTSCHAEFFER 
London, England 


AM grateful to Professor Colm for his review of my Volkswirt- 
I schaftliche Theorie der éffentlichen Investitionen, in the December, 

1937, issue of this Journal. Two of Professor Colm’s statements, 
however, might perhaps invite misinterpretation of my position. Dr. 
Colm says: “The author... . describes the task of economic policy 
as the equalization of saving and investment” and “mentions only 
incidentally that this equalization can be effected on a lower or a higher 
level, with or without unemployment.” This is not what I have sug- 
gested. Rather I described the task of economic policy (p. 142) as 
....the control and management of the relation between saving and invest- 
ment: in a crisis characterized by the existence of unemployed factors the task 
is to direct the economy toward full employment, through a determined expan- 
sion of investment over saving, and effective utilization of public investment 
for this purpose; in a condition of full employment, to stabilize the economy 
by creating and maintaining an equilibrium between saving and investment; 
and, finally, in the case of eventual inflationary expansion of investment 
over saving in a fully employed economy, cautiously to restore equilibrium. 


I did not, therefore, simply advocate an equalization between saving 
and investment whether or not there was unemployment. 

The second point to which I offer comment is the following: Pro- 
fessor Colm contends that from the short-run point of view, which he 
says I have taken, it is a secondary question whether or not the in- 
vestments in themselves are useful, whereas in the long run the ques- 
tion of productivity of investment is also of decisive importance. Part- 
ly, [agree with this statement. But short run or long run, “productive” 
investment is surely preferable as against “unproductive,” though this 
question is secondary from the “functional” point of view, the fore- 
most concern of which is to keep “the system as a whole” going. I 
pointed this out on pages 84 and 137 and said that the state always has 
at its disposal highly useful projects which in themselves, if realized, 
would benefit society greatly. The distinction is, therefore, not be- 
tween productive investment and wastage—though the latter would 
also fulfil the “functional” task—but rather between (private) invest- 
ment, which adds to the productivity of the system and is profitable 
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within a private enterprise, and public investment, which is otherwise 
useful or less visibly productive and profitable only for society as a 
whole. But frequently the choice is not to have either private invest- 
ment or public investment, but rather public investment or no invest- 
ment at all. And in this case, short run or long run, we shall have to 
turn to public investment, as Dr. Colm will doubtless agree. For the 
alternative is suicidal, as long as society, though unwilling to invest, is 
disposed toward net saving, i.e., to produce more than it chooses to 
consume on its own initiative. The fiscal implications of this state of 
affairs certainly mean a rising public debt and a constant creation of 
rentier incomes—phenomena undesirable, but unavoidable as long as 
drastic changes in our monetary system are held in suspense. I am 
confident, however, that there are possibilities for society to adjust it- 
self, without invoking violent disturbances, to the bare necessities of 
its economic existence. It may be that public investment will have to 
take up the slack only temporarily, and that sufficient private invest- 
ment will re-enter the picture. Or it may be that with a stagnant 
growth of population and temporary disappearance of private-invest- 
ment opportunities net saving will eventually fall to a very low figure. 
Or perhaps in an intervening period a gradual growth of the public debt 
at a very low rate of interest—the natural counterpart of a continuance 
of net saving in a society with no opportunities for productive invest- 
ment—will be viewed with equanimity. It will eventually dawn on the 
public that, if the saver does not invest himself, saving must necessarily 
mean a simultaneous incurrence of debt, either by private enterprise or 
by public bodies, and if the former is temporarily ruled out the neces- 
sity of a rising public debt will be more adequately understood. 

I should also like to take this opportunity to point to two misprints 
in the second paragraph of Dr. Colm’s review. The terms in the brack- 
ets should read “(under saving)” and “(under investment),” respec- 
tively, instead of “(undersaving)’’ and “(underinvestment)”’: income 
taxation is, therefore, comprised under saving (not “undersaving’’), and 
incomes received from abroad are comprised under the concept of in- 
vestment (not “‘underinvestment’’). Dr. Colm objects to this ter- 
minology. It seems to me, however, that the interpretation of income 
taxation as a form of (forced) saving is neither new nor artificial apart 
from the fact that it serves the retention throughout the argument 
of a uniform methodology. Conversely, I think that claims (including 
incomes) accruing abroad to a particular country may well be con- 
sidered as a form of investment, or rather “formation of real capital” 
(Realka pitalbildung, as is the original term in German), from the stand- 
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point of the particular economy, without invoking confusion. For, un- 
like monetary claims existing within a country, the claims of a given 
economy on foreign countries are a component of the real wealth of 
the respective economy, while foreign debts are a negative wealth com- 
ponent. This is why claims arising from exports, for example, must 
likewise be considered as real capital formation or investment (import 
debits = negative investment), and I believe that students of the sav- 
ing-investment concept of economic dynamics have become quite ac- 
customed to this terminology. Surely, in the end, real capital or wealth 
can consist only of material goods, and indeed for the world as a whole 
claims and debts from country to country cancel out, and what is left 
are the material things for which they stand (cf. p. 38, n. 4). 


A REPLY 


GERHARD COLM 
New School for Social Research 


I expressed general agreement with the author in my review, and 
this agreement holds good also for the essential points in his note. Dr. 
Richter-Altschaeffer is probably right in contending that he mentions 
more than “incidentally” that equalization of saving and investment 
is possible on a lower or higher level of employment. His formulas, it 
is true, imply this possibility. But he does not analyze the conditions 
which may lead to an equilibrium on a lower or a higher level. He pro- 
vides, so to speak, a frame for but not the picture of his thesis. 

An analysis of the actual causes of “oversaving”’ would have led him 
to answer whether public investment is meant as a temporary measure 
for overcoming the deadlock of a depression or as a permanent device 
for absorbing surplus saving. Only in thinking of the first alternative 
alone could he maintain that the question of productivity is of merely 
secondary importance (“. . . . Es bleibt dabei, dass das Fehlleitungs- 
Argument einfach ins Leere trifft ....’’). But in that case he should 
have analyzed how public spending may induce private investments 
(the “tertiary” effects of deficit spending), which would then allow a 
retrenchment of public spending without new unemployment ensuing. 
Concerning the long-run problem, he cannot maintain that the produc- 
tivity of public investments is of no essential importance. 

I am glac that the author raises these questions in his note. Here, to 
my mind, are the problems which deserve further research if we are to 
develop a realistic theory of public investments. 
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The Interstate Commerce Commission, Part IV: A Study in Adminis- 
trative Law and Procedure. By 1. L. SHARFMAN. New York: Com- 
monwealth Fund, 1937. Pp. xiiit+-550. $4.50. 


The fifth and final volume of Professor Sharfman’s analysis of the 
work of the Interstate Commerce Commission has now appeared. It 
will be recalled by those who have followed its development that it 
was planned as a four-volume study, but the abundance of material 
necessitated its enlargement, which was effected by dividing Part IIT 
into Volumes A and B. 

In this concluding part Professor Sharfman rounds out his analysis 
by a discussion of technical matters of less public interest than the 
material of former volumes but of equally vital importance. It has 
to do with the mechanism of administration followed by a discussion of 
the procedural processes and the pressure of the administrative burden. 

Mechanism of administration involves the commission’s personnel, 
the influences affecting appointments, the delegation of authority to 
bureaus and individual commissioners, and the co-ordination of ad- 
ministrative functions. While the commission by law has been bi- 
partisan, “there is every reason to believe that at no time in the history 
of the Commission have the political affiliations of the commissioners 
exerted any influence upon their determinations.”” The statute makes 
no sectional requirements for membership, and, as a rule, there has 
been little interference in this regard with the president’s freedom of 
choice. But the record is not spotless, and in recent years dangerous 
pressures have appeared, specifically those arising out of the lake-cargo 
coal-rate controversy. But the Congress has not yielded to demands 
for sectional representation, and the president’s appointing power is 
still unhampered. Moreover, the record discloses that the personnel, 
as a rule, has been not only able and competent but that it has usually 
been retained by reappointment and has grown into a body of members 
“informed by experience.” 

In discussing the various bureaus to which the activities of the 
commission have been delegated, the author pays a well-deserved 
tribute to the often-forgotten Bureau of Statistics, the services of 


417 





418 BOOK REVIEWS 


which have been an invaluable aid to the public and a continuing (and 
he might have added a growing) source of enlightenment to the com- 
mission in the exercise of its regulatory powers. Treatment of the 
Bureau of Air Mail gives opportunity for offering vigorous support 
to the present attitude of the Interstate Commerce Commission urging 
extension of its regulatory jurisdiction, and ending divided responsi- 
bility with the postmaster-general which has been so confusing and 
unsatisfactory. The most sudden and comprehensive widening of 
power has developed in connection with motor carriers, declared by 
one commissioner to be the most importance change in the scope of the 
act since the Hepburn amendments of 1906. Much time must elapse 
before the requirements of the Motor Carrier Act will be generally 
observed among carriers so numerous and so unaccustomed to the 
regulation of their business. Recent news items seem to imply that a 
much larger staff is immediately required even to keep abreast of the 
enforcement duties of the bureau. 

Over this group of bureaus, the commission has exercised continual 
oversight and maintained control by a system which centralizes re- 
sponsibility, by developing a tradition of conference and co-operation 
between the participating units and by offering its own services 
through liberal grants for rehearing. 

The most striking testimony to the success of the procedural proc- 
esses is found in the fact that the simple procedure devised by Judge 
Cooley as the first chairman of the commission is fundamentally the 
same as when first established fifty years ago, although of course re- 
flecting the great increase in power and responsibility of the com- 
mission since that time. Any person seeking to discover the reasons 
for the satisfactory outcome of this great experiment in regulation will 
find its technical answer in Sharfman’s chapter on the procedural 
processes. Space is here lacking to enter into details. But I may be 
permitted to requote Justice Stone’s tribute, which Sharfman in- 
cludes in his text: 

Looking back over the fifty years which have passed since the establish- 
ment of the Interstate Commerce Commission, no one can now seriously 
dbubt the possibility of establishing an administrative system which can be 
made to satisfy and harmonize the requirements of due process and the 
common-law ideal of supremacy of law, on the one hand, and the demand, on 
the other, that government be afforded a needed means to function, freed 
from the necessity of strict conformity to the traditional procedure of the 


courts. 
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As a fitting conclusion to this chapter on “Procedural Processes”’ the 
author takes up for vigorous condemnation the most recent attempt to 
impair or wholly destroy the independence of the commission. The 
matter came to public notice through the proposals of the Presi- 
dent’s Committee on Administrative Management to set up the 
administrative agencies as bureaus of cabinet departments directly 
responsible to the secretary of each department and through him to 
the president. It would have meant executive domination of these 
large fields of public policy, and would eventually have reduced them 
to mere clerical agencies under cabinet control. The plan aroused such 
opposition that it is not likely to go through, at least as far as the 
Interstate Commerce Commission is concerned; but the reader will 
find in this volume in text and footnote a complete summary of the 
arguments against this ill-advised proposal with the author’s vigorous 
denunciatory comment. 

Quite apart from this reorganization scheme, with its political 
consequences, is the problem of pressure of the administrative burden, 
and the proposals for relief which constitute the concluding section of 
the volume. This section considers briefly the proposals of the National 
Transportation Committee and then more fully the carefully worked 
out plan of Commissioner Eastman, which he submitted as co-ordi- 
nator. Objections to the latter are elaborately discussed and weighed, 
and the author’s conclusion is that, with little change in the statutes 
and prevailing practices, the commission’s mechanism can be shaped 
to its emerging needs. 

The author’s final conclusions of forty pages have already been 
published elsewhere and need not be repeated. They are a whole- 
hearted indorsement of the administrative method of control which has 
achieved such effectiveness in the Interstate Commerce Commission 
and which has been a model for application to other governmental 
agencies of the essentials of sound regulation. 

Appended is a consolidated table of cases and a consolidated index 
covering the five volumes. 

The reviewer extends to Professor Sharfman his congratulations on 
the completion of this twelve-year task so soundly organized and so 
ably executed. It will be a standard work of reference in every trans- 
portation library for many years to come. 

FRANK Haicu DIxon 
Princeton University 


* Yale Law Journal, April, 1937. 
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The Reorganization of the American Railroad System, 1893-1900. 
By E. G. CampBELL. New York: Columbia University Press, 1938. 
Pp. 366. $4.50. 

This is an account of the failure and financial reorganization of the 
large railroads in the United States following the panic and depression 
which began in 1893, and which put one-fourth of the railway mileage 
of the country into the hands of the courts. It is an attempt to analyze 
the causes of failure of each of the major carriers, to describe and dis- 
cuss their processes and plans of reorganization, and to explain the 
growth of the great railroad systems which emerged from that troubled 
era. The study represents a thorough and interesting chapter in 
American railroad and financial history. 

Chapter i summarizes the growth of the railroad network from 
the Civil War to the panic of 1893, including a condensed survey of 
the development of federal regulation. It concludes with a picture of 
the effect of the panic and the ensuing depression on the railroad in- 
dustry. On June 30, 1894, one-fourth of railroad mileage was in 
receivership, the worst financial situation in railroad history up to that 
time. 

In the next three chapters the fundamental reasons for the financial 
collapse of the industry are analyzed. The major carriers in distress 
are divided into three groups: those whose failure was due primarily 
to overexpansion; those which failed as a result of past mistakes of 
management; and those whose failure was followed by sensational dis- 
closures of wasteful and well-nigh criminal management. In the first 
group belong the Norfolk and Western, a well-managed carrier whose 
earnings had failed to keep pace with the growth of its mileage and 
fixed charges, and the Northern Pacific, which failed as a result of 
overexpansion and overcapitalization. The account of the financial 
difficulties experienced by these and the other roads is interestingly 
interwoven with the story of the personalities concerned in their con- 
struction and management. Care is taken to distinguish between the 
superficial and fundamental causes of failure. Roads inheriting the 
results of past mistakes include the Erie, the Atcheson, Topeka, and 
Sante Fe, and the Union Pacific. The Erie inherited a faulty financial 
structure and unprofitable subsidiaries; the Atcheson suffered from the 
effects of a previous ineffectual reorganization, ruinous competition, 
and bad financial management; the Union Pacific was stricken by the 
effects of inefficient and extravagant management and a large debt to 
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the federal government. In the “scandal” group are found the Balti- 
more and Ohio, the Richmond Terminal (later the Southern), and the 
Philadelphia and Reading. The failure of these carriers was character- 
ized by disclosures of scandalous purchases of lines, the unwise ac- 
cumulation of floating debt, and generally inefficient and wasteful 
management. 

The author’s distinction between the three groups of companies 
discussed in these three chapters is not entirely clear. Aside from de- 
tailed differences in managerial policy, they may all be said to have 
failed because of overexpansion and overcapitalization. 

Chapters v—vi deal with the reorganizations which followed receiver- 
ship. Morgan’s reorganizations put the finances of his roads in good 
shape, perpetuated his control through the use of the voting trust 
device, and established the community of interest idea. The Southern 
Railway emerged from the ruins of the Richmond Terminal and its 
affiliates; the new Erie from the parent-company and its subsidiaries, 
the New York Pennsylvania and Ohio and the Chicago and Erie; the 
Reading Company emerged as the parent-company for the Phila- 
delphia and Reading Railway and the Philadelphia and Reading Coal 
and Iron, after a bitter struggle for control had been waged among 
several groups of security-holders. Morgan and Hill successfully re- 
organized the Northern Pacific, the Baltimore and Ohio, and the 
Norfolk and Western; the revamping of the latter two was character- 
ized by a sharp skirmish between the receivers and the management. 
Chapter vii deals with the drastic reorganization of Harriman’s trans- 
continentals—the old Atcheson system, the Union Pacific, and the 
Central Pacific. 

Chapter viii provides a short account of the growth and strength- 
ening during the depression of other roads which took advantage of 
the period to consolidate their position, in sharp contrast to the 
record of the bankrupt roads. Companies in this group include the 
New Haven System, the Boston and Maine, the New York Central, the 
Pennsylvania, and the “Granger” lines. Chapter ix describes the 
rehabilitation of some of the smaller roads which, as a group, fared 
better during the depression than the great carriers. 

Chapter x summarizes the effects of the depression, including the 
shift to banker control, the general characteristics of the new financial 
structures, the formation of huge railroad combinations dominated 
by a small group of financiers, and the development of effective federal 
regulation designed to curb some of the abuses of management. 








422 BOOK REVIEWS 


The depression had brought an unprecedented number of railroad fail- 
ures. But the receiverships had been those of companies already essentially 
bankrupt. Without irreparably harming the well-managed roads, the de- 
pression had forced the crippled companies to reorganize on a sound basis 
and it had laid the foundations for the new movement towards the con- 
solidation of railroad properties to the exclusion of competition—a tend- 
ency not yet completed [p. 342]. 


The book has an unusually good flow and style. Its sources cover 
a wide and origina! field, including the business periodicals of the 
period, annuals, encyclopedias, general works on railway transportation 
and finance, and the histories of the companies involved. 
HERBERT E. DOUGALL 


Northwestern University 


Manitoba’s Case—a Submission Presented to the Royal Commission on 
Dominion-Provincial Relations, Part I: Introduction; Part II: 
The Constitutional Relations of the Dominion and the Provinces; 
Part III: The Effects of Federal Monetary Policy on Western Cana- 
dian Economy; Part IV: The Effects of Federal Tariff Policy on 
Western Canadian Economy; Part V: The Effects of Declining In- 
come; Part VI: The Financial Problems of Municipalities and School 
Districts; Part VII: Analysis of Manitoba’s Treasury Problem; 
Part VIII: Summary and Recommendations; Part IX: An Exami- 
nation of Certain Proposals for Readjustment of Dominion-Provincial 
Financial Relations. Winnipeg, Province of Manitoba, 1937. Pp. 


377- 

Last summer the Canadian government appointed a royal com- 
mission to examine and report upon the broad field of Dominion- 
Provincial relations. In the past commissions have been set up to 
report upon some limited phase of Dominion-Provincial relations, 
often involving one or a few provinces; and these ad hoc commissions 
have inadvertently done a disservice to Canada because they failed 
to appreciate the repercussions of their recommendations upon other 
provinces. The need for a commission to survey the whole problem was 
apparent even before the depression, and since then the weaknesses of 
the Canadian federation have been underlined. 

The provincial government of Manitoba was the first to present its 
case to the commission. In preparing its case, it made unusual use of 
the services of economists, and, in the opinion of the reviewer, no 
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province has ever made as good a presentation. The old straw, which 
has been the staple of Dominion-Provincial controversies in the past, 
is not thrashed again. Real issues are raised; the argument is elabor- 
ated with a minimum of sophistry and with reasonable regard for 
facts. Yet it must not be forgotten that the provincial government pre- 
sented a brief which is an exposition of grievances. Those facts and 
premises are selected which support the provincial case, and the whole 
truth does not emerge. 

Part II contains a concise survey of the constitutional relations of 
the Dominion and the provinces. In Canada, as in other federal 
nations, the constitution is what the judges say it is, and the Judicial 
Committee of the Privy Council, sitting in London, has by its decisions 
tended to diminish the duties of the Dominion and to enlarge those of 
the provinces. Asa result, the provincial governments have now duties 
which are beyond their fiscal strength. 

All this is familiar to Canadian students, but in Part III a new 
argument is advanced. It is that Dominion monetary policy during 
the depression has been peculiarly adverse to western Canada. This 
area, dependent upon an export market, would have been helped by 
depreciation of the Canadian dollar in terms of the pound sterling; 
it would, in short, have preferred a monetary policy modeled upon 
that of Australia. Instead the Canadian dollar was poised halfway 
between the pound sterling and the American dollar, and western 
wheat was sold in Great Britain in terms of a pound depreciated against 
the Canadian dollar, while the exports of eastern Canada were sold to 
a large extent in the United States in terms of a dollar which had ap- 
preciated. This ingenious argument can be criticized on two obvious 
grounds. In the first place, it assumes without proof that Canada could 
have pursued with success a monetary policy like that of Australia. 
Yet until 1935, when the Bank of Canada was established, Canada did 
not possess the administrative framework to run a managed currency. 
With the advantage of hindsight one can say that Canada should have 
had a central bank earlier than it did. But hindsight should not be 
presumed, and before the depression no major political party and few 
economists saw the need of a central bank. In the second place, the 
assumption is made that what was a good monetary policy for Aus- 
tralia would have been a good moneiary policy for Canada. In de- 
fense of this an argument of some cogency is presented, but it does 
less than justice to the peculiar importance of the United States for 
Canadian monetary policy. Canada has a merchandise import balance 
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with the United States, and a large proportion of its governmental 
and private debt has to be serviced in United States funds. 

The contents of Parts IV, V, and VI can only be mentioned. Part 
IV, which examines the effects of federal tariff policy on the economy 
of western Canada, contains valuable statistical material. The error 
and the danger of the exorbitant duties levied after 1931 are exposed. 
In a federal country, composed of regions with divergent economic 
interests, moderation in use of the tariff as a developmental policy is 
essential. Part V, which treats of the effects of declining income upon 
Manitoba, is unsatisfactory. It bases conclusions upon figures which 
are of dubious value and upon questionable use of averages. Moreover, 
in relating governmental expenditure to provincial income, one should 
presume that certain benefits flow from the governmental expenditure. 

Parts VII, VIII, and [X review the position of Manitoba and make 
suggestions for reform. The difficulties of the province and of the 
provincial government since the depression are emphasized—indeed, 
overemphasized. Some of the statements are in the form of an ulti- 
matum: unless Manitoba secures substantial relief, it will default on 
its obligations; unless national policy is shaped to take account of 
more than the needs of southern Ontario and Quebec, dire conse- 
quences will follow. This sort of talk is to be deplored, but it may make 
Ontario and Quebec appreciate the problems of the west. 

The necessity for some redistribution of functions and of revenues 
between the Dominion and the provinces is undeniable. The provinces 
must get more revenues or else devolve some functions. Manitoba, 
unhampered by any strong tradition of provincial rights, favors the 
latter alternative. It proposes Dominion assumption of full responsi- 
bility for unemployment relief (including cancellation of relief debt 
amounting to $19,258,000, already accumulated by the province) and 
for old age pensions, and Dominion grants-in-aid, on a fifty-fifty basis, 
for social and welfare services and for provincial trunk highways. 
Manitoba would, on the other hand, give to the Dominion the sole 
power to collect succession duties, and it would resign its right to 
receive an annual subsidy of $1,703,000 from the Dominion treasury 
provided that the Dominion assumed an amount of provincial debts 
equal to the capitalization of this sum at 3} per cent. The principal 
fault that the reviewer finds with these proposals is that too much is 
asked. The wisdom of complete Dominion assumption of the cost of 
unemployment relief and old age pensions is very questionable, but 
certainly the present system should be replaced by an integrated 
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scheme for social security. Some Dominion grants-in-aid for social 
services are desirable, but each grant should be considered by itself 
and on its own merits. Reduction of provincial debt by capitalization 
of subsidies would be of advantage both to the Dominion and to the 
provincial government, and without serious inconvenience to bond- 
holders. The relief debt owing to the Dominion ought to be wiped out 
in any readjustment of Dominion-Provincial relations. The province 
has certainly asked for more than it can expect to get and more than 
the Dominion can afford to give. But the objectives toward which the 
provincial requests would lead are sound. 

The first presentation of the case of a province brought out both the 
difficulty and the importance of the task put upon the royal commis- 
sion. Revision of the Canadian federal system was overdue before the 
depression, and the depression has magnified and distorted the issues. 
It is to be hoped that the commission will not be influenced too strongly 
by provincial preoccupation with problems arising out of the depres- 
sion. These problems need solution, but more important in the long 
run are the problems to be solved in bringing our federal system up to 
date. 

James A. MAXWELL 
Clark University 


National Income of Sweden, 1861-1930, Parts I and II. By Erix 
LiInDAHL, ErnaR DAHLGREN, and Karin Kock. Vol. III of 
Wages, Cost of Living and National Income in Sweden, 1860-1930. 
London: P. S. King & Son, Ltd., 1937. Pp.: I, xxi+319; I, 
xix+631. 

These two volumes of the Institute for Social Sciences of the Uni- 
versity of Stockholm present in detail the results of a study of Sweden’s 
national income for a period of seventy years. The measures, given 
annually, have been derived by a procedure rarely employed by 
national] income estimators for other countries. First, the annual prod- 
uct values were obtained for the various industries in the country. 
Second, the debit items were estimated for each industry, i.e., the 
value of commodities and services received during the year from other 
industries as well as the depreciation costs of durable equipment and 
subtracted from the product values to yield net income produced by 
the various industries within the country. The sum of the latter is the 
total national income, defined as the net product of the productive 
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agencies within the country, a concept that is used most widely 
throughout the inquiry. The balance of payments is also measured, 
permitting an adjustment for net changes in claims by inlanders 
against foreign countries. 

The choice of this procedure was dictated by the supply of statis- 
tical data, and the same factor determined the detail and accuracy with 
which the calculations indicated above could be carried through. The 
task of estimating for various industries the gross value of commodities 
and services produced during the year was facilitated by the rich- 
ness of existing data, especially for the three basic industrial groups, 
viz., agriculture and related industries (forestry, horticulture, etc.), 
manufacturing, mining and handicrafts, and transportation and com- 
munication; and the measures could be provided for numerous sub- 
divisions within each of these major groups. But even for these three 
groups a great deal of labor had to be spent in adjusting for changing 
coverage of the existing series, and at several points comprehensive- 
ness had to be sacrified because of the impossibility of obtaining the 
relevant information; while for building and construction, commerce 
and finance, and services, the task proved to be much more difficult and 
could be solved in a much less satisfactory manner. 

It is at the second step, however, that most difficulties developed. 
Direct information on the value of goods received from other in- 
dustries as well as on depreciation costs was lacking. Instead, an 
indirect method of estimating these debit items was adopted. The 
gross annual product of each industrial group was adjusted for imports 
and exports, thus yielding the internal supply. This annual internal 
supply was then allocated by its respective uses, with a distinction 
among goods flowing as raw or semifinished materials to other in- 
dustries (by major groups of industrial users), those flowing there as 
finished durable commodities and those passing directly to ultimate 
consumers. With this allocation completed, the debit items for each 
industry could be obtained by adding the value of goods flowing from 
other industries and the estimated depreciation charges on durable 
equipment in use. Such allocation, however, could be carried through 
only for broad groups of industrial users; and for this reason the de- 
tailed industrial classification of the gross product values had to be 
condensed first into seven, and then four, broad industrial divisions. 
Even for the latter, allocation had to be based largely upon the com- 
modity and service classification for 1927. “The same schedule has 
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been applied to the whole period, unless there were special reasons for 
making a modification” (Part I, p. 48). 

The resulting national income totals are presented in two variants— 
one for the whole period excluding the net product of the building 
and construction industry (as well as the depreciation on buildings 
and other construction units and the consumption by industries of 
constructional materials) and the other for the years beginning with 
1896 and including building and construction. Both variants include 
services of durable consumers’ goods and the value of paid and unpaid 
domestic work (separately) and distribute the total by four broad 
industrial divisions. Supplementary measures by industrial divisions 
for the years 1930-34 are also presented. The total income of the 
population, including surplus income from abroad, is not given 
separately but can easily be computed. 

Since the allocation procedure referred to in the preceding para- 
graph requires the segregation of finished from unfinished goods, dur- 
able from nondurable, and consumption goods from goods used by 
producers only, the study yields an estimate of the volume of con- 
sumption and of investment (capital formation). Gross investment is 
defined as the value of services invested during the year in durable 
goods for internal supply, such durable goods including consumers’ 
durable. Consumption is the value of services invested in consumers’ 
nondurable goods, including services from dwellings and other durable 
consumers’ goods. The authors hesitate to compute net investments 
by deducting from gross investments the current consumption of 
durable commodities, although estimates of such consumption were 
prepared and had to be used in deriving the net product of industry and 
the net services yielded by dwellings and other consumers’ durable 
commodities. 

This brief sketch does but inadequate justice to the scope of the 
study, the clarity with which the basic concepts are stated, the candor 
with which the limitations are pointed out, and the meticulous detail 
with which the underlying materials are set forth in the second part of 
the report. There is, of course, room for disagreemen*. No two 
students of national income ever agree on all the questions of scope 
and treatment, and the present reviewer is not in a position to shatter 
this long-standing precedent. Thus, he is not convinced that the ex- 
clusion of interest on public debt is justified, except by contending, 
which the authors do not, that it is offset by payments to government 
from industries—payments that are already included in the net value 
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product of these industries. Neither does it appear justifiable to 
emphasize so much the concept of income arising within the country, 
although it is one that allows most easily an industrial breakdown and 
hence is most easily measured with the available data. But one would 
have expected that the adjustment to yield the total income of the 
population would be provided in the tables summarizing the national 
income measures. Finally, there is a doubt that cannot be dispelled 
or confirmed by one not sufficiently familiar with the Swedish data: 
the doubt as to whether it was worth while to attempt to cover such a 
long period at the expense of accuracy, and whether it would not have 
been possible, by confining the estimates to a shorter period, to pro- 
vide a more satisfactory measure of some items now admittedly very 
crude. Thus, changes in stocks of nondurable commodities are com- 
pletely omitted, an item of considerable importance in the measure- 
ment of investments as well as of consumption. The measure of the 
net product of commerce is exceedingly rough, being based upon 
estimated gross margins applied to various commodities. The alloca- 
tion of professional services is crude, none being treated as a debit 
item for other industries. And there are many other items which, as 
the authors admit, are crude approximations. 

But on the matter of choice between coverage and accuracy none 
can judge better than the investigators themselves, with their familiar- 
ity with the available data. There is certainly no evidence throughout 
the volume of reluctance to dig through the mass of available data 
and to utilize everything that helps one to assay quantitatively the 
productive activities of the economy. The results, qualified as they 
are by limitations of the data, are of considerable interest even to a 
reader who is unable to view them in the light of other knowledge of the 
country’s economic history. The various aspects of Sweden’s indus- 
trialization stand out quite clearly: the declining share of agriculture; 
the rising share within agriculture’s gross product of the cost of in- 
dustrial commodities used; the rising share within the gross value of 
industry and mining of the net value produced; the increasing share 
in manufactured commodities of durable as compared with nondurable; 
the growing share of commerce, even when it is defined narrowly to 
include only dealings in finished consumers’ goods and durable com- 
modities; the growing share of foreign trade; and, last but not least, 
the rapid growth of the nation’s income, even when adjusted for 
changes in price levels and converted to a per capita basis. The latter 
figure shows a rise from 35 in 1861 (1912 = 100) to 129 in 1930, and 
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even the depression years saw a reduction to not much less than 110 
in 1932. 

The two volumes will amply repay careful study by anyone inter- 
ested in the technique of national income measurement or in the long- 
time changes in the operation of a national economy. 

Smon KvuzNeETS 
National Bureau of Economic Research 


Preface to Social Economics: Essays on Economic Theory and Social 
Problems. By JoHN Maurice CLARK. New York: Farrar & Rine- 
hart, Inc., 1936. Pp. xxi+435. 

This book consists of fourteen items from Professor Clark’s shorter 
writings, selected and arranged by two of his students. As such it is a 
welcome addition to the growing shelf of books which give renewed or 
wider circulation to valuable articles which have appeared in the 
economic journals and elsewhere. 

Part II of the present book, under the heading ‘““Dynamics of the 
Economic Mechanism,” contains segments of Professor Clark’s 
analytical thinking. Of especial interest are the two essays “A Contri- 
bution to the Theory of Competitive Price” (1914) and “Business 
Acceleration and the Law of Demand” (1917). The first of these is 
Clark’s first formulation of the problem of overhead costs so ex- 
tensively analyzed later in The Economics of Overhead Costs. The 
second introduces the first formulation of his most important contri- 
bution to cyclical theory which was later developed both in Overhead 
Costs and in Strategic Aspects of the Business Cycle. There is a valuable 
addendum commenting upon the criticisms of Professor Frisch and 
Dr. Kuznets. Another article, “Aggregate Spending by Public Works” 
is a brief review of the analysis in his book, Economics of Planning 
Public Works. Other items in Part II include (1) comment upon the 
statistical analysis of marginal productivity by Douglas and Cobb; 
(2) “Productive Capacity and Effective Demand,” reprinted from the 
Columbia report on Economic Reconstruction: and (3) “Mitchell’s 
Contribution to the Theory of Business Cycles,” reprinted from 
Methods in the Social Sciences. To the student just becoming ac- 
quainted with Clark’s work, all these articles will serve as a convenient 
introduction to his valuable technical contributions to economic 
analysis; but they will not serve as a substitute for acquaintance with 
his books in which the germinal ideas reach their full development. 
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To the present reviewer the value of the book consists primarily in 
collecting together the papers in Part I. Under the heading “Economic 
Theory and Social Problems” these papers are as follows: “The 
Socializing of Theoretical Economics” (1923); ““Toward a Concept of 
Social Value” (ca. 1915); ““The Changing Basis of Economic Responsi- 
bility” (1916); “Economics and Modern Psychology” (1918); “Adam 
Smith and the Currents of History” (1926); “The Relation between 
Statics and Dynamics,” and “Long-Range Planning” (1932). Of these, 
the most valuable, as they are also the earliest, are the second, third, 
and fourth titles, in which Professor Clark exposes to view the youth- 
ful travail of thought by which he defined for himself the scope of the 
subject matter of economic inquiry and his “attitude” toward the 
complex of social relations within which lie the restricted paths of 
economic analysis. By recording the course of his own travail, Pro- 
fessor Clark has vicariously decreased the intensity of mental agoniz- 
ing for many who have followed, not by reason of peculiar philosophical 
profundity but rather by showing a reasonable working relation be- 
tween analytical tasks and the quest for social betterment. 

Clark’s solution of his own mental difficulties was a very personal 
one, rationally connected with diverse elements in his own education 
and by no means definitive as a statement of attitude for economists 
generally. The keynote is supplied by a quotation from 1916: 

We have inherited an economics of irresponsibility. We are in an economy 
of control with which our intellectual inheritance fits but awkwardly. To 
make control really tolerable we need something more; something which is 
still in its infancy. We need an economics of responsibility. 


His mind refused to be attracted by analytical exercises oriented pri- 
marily on extreme abstraction from the concrete and directed toward 
isolating the rational aspects of behavior into symmetrical patterns of 
relationship. Rather he turned to the quest for practicable modes of 
control for those aspects of economic life which he found undesirable. 
In this quest he bothered himself very little with philosophical ques- 
tions relating to the relations between economics and ethics, preferring 
to depend upon his own observation and current “common sense” for 
ideas about what needed fixing. Fortunately for economics, he chose 
to engage in building an analytical foundation for projects of social 
control and to follow no easy road of “experimentalism.” 

As the son of J. B. Clark and the admirer of Veblen and Mitchell, 
in his own person Professor Clark combined the strains of thought 
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which have been the occasion of the basic controversy in twentieth- 
century economic thought in the United States. More than any other 
person he has been the bridge between the opposed groups, respected 
by both, fighting with neither, and demonstrating in his own work the 
absence of necessary conflict between modes of economic analysis, 
as distinguished from patterns of social philosophy. For this reason 
his early essays deserve to be read by all economists, and especially 
novices, seeking paths of useful endeavor and surcease from sterile 
and archaic controversies. 
PauL T. HoMAN 
Cornell University 


Note sui saggi economici di Francesco Fuoco. By MAuURO FASsIANI. 
With “Applicazione dell’algebra all economia politica” by FRan- 
cEsco Fuoco, and various notes and appendixes. (“Annali di 
statistica e di economia,” Vol. V.) Genoa, 1937. Pp. 286. L. 30. 
This volume represents an attempt to make known to economists, 

in Italy as well as elsewhere, the work of a man almost completely 

unknown to most of them. The temptation, in such cases, is to exag- 
gerate the merits of the writings thus exhumed—if for no other reason 
than to justify the pains of the editor. No one, however, could accuse 

Professor Fasiani of having succumbed to such a temptation. His 

general attitude is persistently one of leaning backward in his desire 

to avoid exaggeration of the merits of Francesco Fuoco (1774-1841), 

and to point to those aspects of Fuoco’s work which cannot be re- 

garded as satisfactory (e.g., pp. 70 and 75). 

On the basis even of the partial evidence here presented, however, 
there cannot be the slightest doubt that Fuoco was, by any reasonable 
standard, a remarkable figure. That his work was uneven in the ex- 
treme and that parts of it are notably dated and of interest primarily 
to those who wish to pursue the history of economic doctrine into 
what turned out to be blind alleys, as well as into paths which turned 
out to be paths of discovery, may be granted without question. What 
cannot be denied is that, after all possible allowances, there remain 
passages of a freshness and insight that often bear comparison with the 
best of later writings on the subjects with which they deal. 

The number of passages which could be quoted in support of this 
Statement is too large to permit them to be reproduced in this review. 
As a single example, however, we may take what he had to say con- 
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cerning what he himself called “economic statics” (p. 236), as opposed 
to “dynamics.” It is, of course, well known that the dichotomy “statics 
and dynamics” was introduced into the main stream of traditional 
economics by John Stuart Mill, who had taken over from Comte the 
idea of applying the concepts to the social studies. Yet here we have a 
discussion which is not only earlier than the discussions of Comte and 
Mill—Fuoco’s work was published in 1829—but is certainly better 
than either of these discussions, as it is certainly better than much that 
has been written on “statics and dynamics” since. Attention may be 
called, for example, to Fuoco’s warning (p. 236) against forgetting 
that the “analogy” between “physical statics” and “economic statics” 
is an analogy only, and should not be interpreted as implying “a 
rigorous similarity, and even a virtual identity of nature”; to his 
sharply articulated emphasis upon the notion of “equilibrium” as the 
essential subject matter of statics (pp. 235 and 239); and, finally, to 
his conception of a situation in which the forces controlling production, 
circulation, and consumption would be “‘so distributed and coordinated 
that they form a single static system” (p. 241)—i.e., a system in 
“equilibrium.” 

With this latter passage in mind particularly, the reviewer turned 
excitedly to the most extensive extract from Fuoco’s writings pub- 
lished in the present volume—an essay “On the Application of Algebra 
to Economics.” A precursor of Walras, perhaps, in the algebraic 
statement of the conditions for general economic equilibrium? Alas! 
the awakening is even ruder than that which one ought to have ex- 
pected on the basis of Professor Fasiani’s brutally frank comments 
(pp. 96 and 115) on the lack of substantial contribution in Fuoco’s 
mathematical economics. 

For there is nothing in this essay which even remotely resembles 
Walras’s construction—apart, perhaps, from a passage (p. 163) in 
which the term numerario is used, not, as elsewhere in Fuoco’s writings 
(e.g., pp. 240 and 244), in the ordinary sense of “‘specie,”’ but in a sense 
which makes it an interesting datum for the reconstruction of the 
murky genealogy of Walras’s numéraire—namely, as a “measure of all 
values, or as a means of accounting”’ (mezzo di contabilitd). Fuoco’s 
argument on behalf of the mathematical method in economics is, to 
be sure, admirably stated, as is his warning against the possible abuses 
of the method (p. 181). In his own case, however, the products of the 
method turn out to be essentially a set of curiosities, ranging from a 
quaint formula (apparently Fuoco’s own) designed to take account of 
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different qualities of labor (p. 169) to an almost litera] reproduction 
of the jejune formulas for price as determined by “supply” and “de- 
mand’’—and the combination of these formulas with Henry Lloyd’s 
“quantity equation” of 1771—which had been presented, as Professor 
Fasiani demonstrates (pp. 96 ff.) more than fifty years before by the 
mathematician Paolo Frisi. The situation is certainly not greatly 
helped by the fact that Fuoco did not bother to acknowledge that he 
was copying Frisi’s very words, as well as his formulas; nor is it 
greatly helped by the fact that the theory implied by these formulas 
was greatly inferior to Fuoco’s own “literary” exposition of the theory 
of value in his other writings—an exposition which, for all its tortured 
character, nevertheless has considerable historical interest as an ex- 
ample of the efforts of an avowed Ricardian to do justice to the element 
of “utility” (pp. 49 ff.) 

The republication and critica] examination of other works by Fuoco 
which is promised (pp. 3, 8, 16, 28, 131) may give us a clearer idea of 
Fuoco’s powers. One has only one request to make of Professor 
Fasiani—and that is that he will not delegate the editing of these 
further publications to others. It is almost too much to hope that 
another hand will give us a volume in which the introductory material 
will be as crowded with information as are Professor Fasiani’s one 
hundred and thirty-one pages, or that the editing will be done with the 
general good sense which makes this volume one of the most fascinat- 
ing the reviewer has read in recent years. 

ARTHUR W. MARGET 
University of Minnesota 


Economics of Agriculture. By A. P. VAN DER Post. (“South African 
Agricultural Series,” Vol. XV.) Johannesburg: Central News 
Agency, Ltd. (Gordon & Gotch, Ltd., London, England), 1937. 
Pp. xxvii+663. 255. 

This book deals with the economic aspects of the agricultural in- 
dustry and of rural welfare. It is addressed primarily to the South 
African farmer and to students and others interested in South African 
agriculture, but its point of view is so broad that it will be exceedingly 
helpful to all those interested in the agricultural problems of any 
country, since many of the problems with which South African farmers 
and legislators have been struggling have their counterparts in the 
agriculture of the United States and of most other farming countries. 
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This work bears evidence of careful scholarship and thoroughgoing 
research in its preparation. 

The first part of the book deals with production economics: the 
factors of production, their proportional combination, the economic 
nature and problems of each of these factors, and a description of 
agricultural development by regions. There follow a discussion and 
criticism of government policy with reference to reclamation of land 
and the settlement of farmers upon the land. The author cites the case 
of the numerous irrigation projects which were cut up into small hold- 
ings and disposed of to settlers with a heavy burden of fixed charges 
in the form of interest, principal payments, and water rent, which in 
many cases the government had to write off because the farmer’s 
income from operating these units was not enough to support his 
family and meet these fixed charges. The author’s criticism of this 
policy and program is that these heavy expenditures for the reclama- 
tion of farm land could be justified only on the basis of an extremely 
intensive type of farming which could be supported by a strong do- 
mestic demand for the products. He insists that no extremely inten- 
sive farming is justified except where there is a heavy population with 
a high standard of living which would create this demand. These con- 
ditions do not exist in South Africa, hence the government’s land- 
settlement policy has proved to be an expensive and disappointing suc- 
cession of experiments. The author next explains the drift from farm 
to town and the principles to be observed in land settlement. 

Under the heading “‘The Distribution of Rural Income” the con- 
cepts of rent, interest, wages, depreciation, costs, and profits are con- 
sidered as they are involved in the farmer’s income and its distribution. 
Three chapters are devoted to the marketing of agricultural produce 
and the function of Co-operation in agricultural marketing. 

Two chapters treat of international trade in its relation to agri- 
culture. The mechanism of international exchange, the fallacy of a 
favorable balance of trade, together with import duties and export 
bounties as applied to agricultural commodities in past and present 
government trade-promotion programs receive critical attention. The 
experiences of other countries are cited for illustrative purposes. 

A chapter on farm relief is presented in terms of South African 
legislative experience. It would seem that almost every trade based 
on an agricultural commodity has secured the passage of a control act 
which usually provides for an official board with power to control the 
export trade in the commodity. The scheme has been to maintain 
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domestic prices at a satisfactorily high level through encouraging the 
export of the surplus, usually by means of a bounty financed by the 
proceeds from some sort of tax levied either on the production or on 
the marketing of the commodity concerned. Most of these schemes 
have resulted in disappointment to their proponents. The writer 
closes this discussion with the following comment on the wheat im- 
portation act: “Economic principles may be interfered with but not 
for long with impunity. In the long run interference has a boomerang 
effect.”” Whatever one’s personal point of view, he cannot fail to find 
this chapter most stimulating. 

The final chapter stresses the. mistake in policy of trying to en- 
courage an intensive type of farming without a heavy consuming 
population and emphasizes the dependence of South African farming 
on the export market where its products enter into competition with 
those of other parts of the British Empire, Argentina, and the United 


States. 
C. L. Ho_mes 


Bureau of Agricultural Economics 


Storage and Stability: A Modern Ever-Normal Granary. By BENJAMIN 
GraHaM. New York: McGraw-Hill Book Co., Inc., 1937. Pp. 
xviii+ 298. $2.75. 

This book presents and advocates a plan’ to store raw materials and 
to store them without limit. “Clearly it is a good thing for our nation 
to produce in abundance; is it not equally desirable, and perhaps es- 
sential, that we should have on hand an ample store of consumable 
goods?” The storage aspect is the heart of the plan; the primary ob- 
jective is to deal intelligently and constructively with the problem of 
surplus. In the past, governments have attempted to deal with sur- 
plus “by preventing,” “by destroying,” or “by dumping”’ it. It is 
proposed that a better way would be “by conserving” it. 

World-stocks of raw materials trebled between 1923 and 1932; 
United States stocks doubled. Why, then, should the government be 
concerned with storing these materials; what are the advantages of 
“stored plenty”? The answer given is insurance against flood and 
drought, military preparedness, collection of foreign debts, creation of 
an ideal medium of investment for our social security fund, and pro- 

* The author designates his plan either as the ‘‘commodity-reservoir plan” or 


the “monetary storage plan.’”’ It was first made public in the spring of 1933— 
“Stabilized Reflation,”” Economic Forum, Vol. I, No. 2 (Spring, 1933). 
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viding a sounder backing than gold for modern money. It is further 
argued that the specific plan proposed for achieving “stored plenty” 
might help to correct some of the “imperfections in the functioning 
of the system of finance capitalism” by contributing to price stability, 
aiding in smoothing the business cycle, and helping with credit 
control. Moreover, “the Reservoir plan may be viewed, in large 
measure, as a proposal for the support and relief of agriculture,”’ more 
simple to operate and more effective than others proposed or tried. 
What is the plan? The author summarizes it in a single sentence: 
“Tt proposes to accord to a composite group of basic commodities 
exactly the same monetary status as was formerly given to gold.” 
This succinctly describes the plan if the former status of gold is thought 
of only in terms of gold certificates, and if it is realized that no single 
raw material is to attain the former status of gold. As gold certificates 
were issued—one dollar for each twenty-three grains of gold—it is pro- 
posed that a new kind of money—“‘commodity-unit certificates” —be 
issued when specified quantities of a number of raw materials are 
deposited with the government. This group of commodities, desig- 
nated both as to kind and as to quantity, in much the same way as 
the weights for an index number are designated, would be a “complete 
commodity unit.” The price of the “unit,” but not the prices of its 
elements, would be fixed, and direct interchange of “units” for “cer- 
tificates”’ and “‘certificates” for “units’’ would prevail so long as the 
government had a stock of “units.” If the government stock was ex- 
hausted, the price of the “unit’’ could rise above the established price. 
This new currency would replace no part of our present monetary 
and credit structure. It is an addition to the present system, not a 
substitute. Like Federal Reserve notes, backed by commercial paper, 
this new money would be a flexible currency. It would expand as stocks 
of raw materials increased; it would contract as they decreased. It is 
this characteristic that is expected to smooth the business cycle. 
Depression is assumed, by the author, to be born of reduced farm 
purchasing power. “Depression does not spread from the city to the 
farm so often as the other way around. The reason is that the farmers’ 
consumption of manufactured goods is more variable than the nation’s 
consumption of farm products.” Apparently the author has accepted 
uncritically the very simple business-cycle theory suggested by a few 
studies by workers in the Agricultural Adjustment Administration. 
About 70 per cent of the value of the proposed “unit” would be 
made up of farm products produced in the United States, the three 
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major staples: wheat, corn, and cotton, contributing 50 per cent. The 
accumulation of stocks would give purchasing power to farmers, and 
spending by farmers would stimulate industrial activity. 

It has been characteristic of government efforts to fix prices of raw 
materials that these efforts have increased production. The author 
assures us that this is impossible under his plan because the process of 
accumulation involves a continuous increase in the currency supply. 
The influence of this increased currency would be in the direction of 
higher prices, including higher costs of production of the accumulating 
commodities. But over two-thirds of these are farm products. What 
evidence is there that the production of farm products would be 
checked by advancing industrial wage rates? Suppose prices of 
finished goods are advanced in anticipation of the increase in currency 
supply. We are assured that “forces of competition must necessarily 
keep finished goods prices fairly closely in line with production costs.” 
Has competition accomplished this; if so, why the farmers’ demand for 
“parity” prices? 

Perhaps the strongest defense of the plan is its contrast with other 
plans, especially farm programs. Here the apparent merits of the 
author’s plan may be due more to the obvious weaknesses of the plans 
with which it is compared than to intrinsic merit of the plan itself. 
Farm plans tried or proposed since 1920, including bills before Congress 
during the summer of 1937, are reviewed. For much of this the author 
has depended upon secondary sources. 

Numerous definite conclusions are arrived at on the basis of analyses 
necessarily sketchy because of the variety of material covered. For 
example, the farm problem is divided into “four distinct and separate 
problems” in the space of four pages. The reviewer would hesitate to 
evaluate a plan for soothing the farmer and smoothing the business 
cycle on the basis of the meager analysis of the business cycle offered, 
or to recommend adding to our monetary system before finding out 
why the present system has worked so badly. 

This book derives its merit from the fact that the author recognizes 
that there are imperfections in the existing economy and proposes a 
method for correcting some of these imperfections. Even though the 
analysis may be incomplete and the plan not feasible, the author is to 
be commended for presenting and defending a definite plan. 


Don S. ANDERSON 
University of Wisconsin 
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Wie statistische Zahlen entstehen: Die entscheidenden methodischen 
Vorgdnge. By FRANz Zizek. Leipzig: Hans Buske, 1937. Pp. iv+ 
151. Rm. 4.50. 

The German literature on statistics in the last fifty years reveals 
striking inconsistencies. On the one hand, it was represented by 
Wilhelm Lexis, whose contributions must be regarded as fundamental 
for the modern mathematical statistics. But neither he nor his ex- 
ceedingly able disciple, L. von Bortkiewicz, have left marked imprint 
on the German literature. On the other hand, the trend in the develop- 
ment of German statistics was strongly affected by Georg von Mayr, 
who fought all his life against any application of mathematics in social 
statistics. In so far as statistical methods are concerned, his work was 
devoted to a refinement of statistical technique in the narrow sense of 
the word. The emphasis lay on problems related to the enumeration 
and classification of statistical data and the elaboration of logical 
schemes for comparison of statistical series. Professor von Mayr was, 
however, primarily “not a tool maker but a tool user.” In carrying out 
empirical investigations, he was a real master. In spite of his primi- 
tive technique, he was very successful in his findings. Professor Zizek 
does not belong to any of these lines, though he haz a strong inclination 
toward von Mayr’s approach. He was never a militant opponent of 
mathematical applications. Surprisingly enough, he started his career 
as a writer with a monograph, Statistical Averages, of which an English 
translation was published in 1913 by Warren M. Persons. It was re- 
markable to what extent Professor Zizek could make clear in verbal 
form the great achievements in mathematical statistics, including a 
stimulating analysis of the work of Sir Francis Galton, of Pearson, 
and of Edgeworth. Soon, however, Zizek turned to an entirely different 
field—to the analysis of technical and logical problems, without any 
reference to their possible mathematical implications. His logical 
“filigree” is admirable, though the reader is sometimes puzzled as to 
whether Professor Zizek did not spend his rare analytical ability in 
splitting hairs. 

The present book, to say it in a few words, summarizes the result 
of papers published by the author in the last twenty years on a topic 
which might be characterized as the logical prerequisites of a statistical 
investigation. The title, “How Do Statistical Data Originate,” is 
quite significant for the whole approach. Professor Zizek shows with 
great skill how important for the validity of any conclusions drawn 
from a statistical analysis is the exact definition of the subject of the 
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enumeration, the determination of the unit of measurement in any 
single case, and the selection of the adequate characteristics of the 
analyzed phenomena with regard to specific goals. It is amazing to see 
how many logical assumptions are involved in the simplest enumera- 
tion and classification of statistical data. But, varying and repeating 
some general ideas dozens of times, the author runs into the danger of 
touching trivialities and irritating the reader. A more condensed 
presentation in clear-cut language would be of greater benefit to 
practical statisticians as well as to investigators. Without any doubt, 
statisticians are sometimes careless in determining complex relation- 
ships. They do not examine thoroughly what the phenomena really 
mean, what has been measured, and to what extent the chosen charac- 
teristics are significant and logically consistent. As a reaction against 
mechanical handling of statistical data, Professor Zizek’s criticism is 
fully justified. The remedy, however, is not guaranteed by elabora- 
tion of formal patterns for statistical enumerations and classifications. 
More than that, an investigator trained in mathematics will more 
easily accomplish the preliminary procedures, as is so clearly demon- 
strated by the recent development of the theory of sampling. Pro- 
fessor Zizek does not recognize the limitations of his approach. Being 
completely absorbed by problems of technical methodology, he failed 
to reach the more promising path built by the leading statisticians 
in all countries, not the least of whom was Lexis. 
EvUGEN ALTSCHUL 
University of Minnesota 


Banks, Credit, and Money in Soviet Russia. By ARTHUR Z. ARNOLD. 
New York: Columbia University Press, 1937. Pp. xxiii+559. 
$4.00. 


This book gives a detailed historical and systematic account of the 
monetary and credit system in the Soviet Union. The account is pre- 
ceded by a brief description of the history of Russian currency and 
banking since the eighteenth century. The book starts with the first 
inflation of paper money, the assignats under Catherine II, describes 
the emergence of early banking institutions in the eighteenth century, 
the impact on the currency of wars and financial needs of the govern- 
ments, and Witte’s great monetary reform in 1897, and gives a brief 
account of the development of private banking going hand in hand 
with the entry of capitalism into Russia. It continues by describing the 
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situation during the World War and under the Provisional Govern- 
ment: the effects of severing the ties with foreign capital which played so 
important a role in pre-war Russia, of the inflationary financing of the 
war, and of the bad finances and economic disintegration under the 
Provisional Government. With this historical background in mind, 
the author studies the monetary and credit policies of the Bolshevik 
Revolution. With abundant patience for details, he describes the 
nationalization of the credit system in December, 1917; its complete 
liquidation during the civil war; the attempts undertaken during the 
period of war communism to abolish money altogether; and the 
restoration of a monetary and banking system during the N.E.P. All 
this is presented against the background of a constant inflation. Then 
the author gives an account of the monetary reform in 1924, of the 
reorganization of the state bank, and of the evolution of a system of 
specialized banks designed to finance the different branches of the 
national economy. Finally, the period of industrialization is analyzed. 
The author studies the changes of the monetary and credit institutions 
during the period of the First Five Year Plan and the evolution of a 
planned economy. He describes the present organization of the mone- 
tary and credit system and analyzes its functions as part of the planned 
and socialized economy of the Soviet Union. The functions of the 
state bank and its credit policy, its connection with the apparatus for 
economic planning, the technique of planning, the role of the long- 
term investment banks as administrators of state grants to the Soviet 
economy and as supervising agencies of economic administration, 
and finally the role of money, prices, and gold in the Soviet economy 
are studied in detail. An important feature is the account of the mone- 
tary and financial literature in the Soviet Union which is interwoven 
in the different parts of the book. The book is well documented with 
statistical data and contains sixty-eight statistical tables and also a 
detailed index which increases its value as a reference book. 

Professor Arnold’s book will prove to be of the highest interest for 
both the student of the Soviet Union and the student of monetary and 
credit problems. For the latter a knowledge of how monetary and 
banking institutions work under an economic system so different from 
ours is of great importance. To this the book under review is an excel- 
lent guide. A series of particularly interesting points should be noted. 
Of the post-war inflations in Russia, Germany, Austria, and Poland, 
the Russian inflation advanced farthest. Its history is therefore of 
great significance to the student of monetary affairs. The author's 
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account brings out the important fact that all the known features of a 
progressive inflation are borne out by the Russian experience, too. 
Thus prices first lag behind the increase in monetary circulation, then 
they begin to catch up, and, finally, a stage is reached where they rise 
faster than the amount of money, and the real value of the money in 
circulation shrinks. But in Soviet Russia this cycle seems to have been 
repeated three times: 1914-21, 1921-22, and 1922-24; in the last two 
cases the period of lagging prices being, however, very short. Other 
interesting pieces are the history of the bi-paper standard in 1922-24 
and the kind of Gresham’s law that appeared under this standard; 
further, the features of monopolistic competition between the banks, 
all of them socialized, during the N.E.P. period (cf. pp. 254 and 266). 
Of great interest is the study of the role of banks as agencies of eco- 
nomic planning. The shift since 1934 from credits to grants in financing 
capital construction has changed the functions of the long-term in- 
vestment banks, turning them into organs of distribution of the grants 
fixed by the plan and of control of the use of the grants distributed. 
Thus the investment banks have become agencies watching over in- 
dustrial efficiency. This is but one example of the many connections 
between banks and economic planning in the Soviet Union which are 
clearly brought into the light by Professor Arnold. 

The facts presented are well chosen and reliable. There is a slip or 
two, but on matters of no importance. Thus on page 98 the author 
speaks of Russian rubles issued by the German army in Poznan 
(Posen). But Poznan was not an occupied territory; it was at this 
time an integral part of the German Reich. Also there were no Polish 
gold and silver coins in the period discussed on page 144. On page 359 
the author seems to give too much credit to the alleged wrecking 
activities of Mensheviks in 1932, who “deranged the monetary circu- 
lation” and the like. The “confessions” in the “Menshevik”’ trials of 
that time are not more trustworthy than those in the more recent 
“Trotskyist-Bucharinist” trials. On pages 425-26 the author quite 
justly discounts the explanation of a Soviet economist (sic) that 
“counterrevolutionary elements inflated prices, aiming in that way to 
depreciate our ruble.” Indeed, as the author rightly points out, no 
such explanation of the rising price level is necessary when during two 
years (1928-30) the monetary circulation expanded by 116 per cent, 
while the volume of retail trade increased only by 19 per cent. The 
book is a comprehensive and reliable collection and interpretation of 
the material pertaining to Soviet monetary and banking history. The 





442 BOOK REVIEWS 


clarity of presentation of the abundant statistical material would have 
been still greater had the author made use of charts. The book is 
accompanied by a warm Foreword by the late Professor H. Parker 
Willis. In the present reviewer’s opinion the book will be for many 
years the standard work on its subject. 

OsKAR LANGE 


University of California 


Modern Banking. By Rouiiin G. Tuomas. New York: Prentice-Hall, 

Inc., 1937. Pp. xvi+474. $3.80. 

The rapid-fire changes in the monetary and banking field in recent 
years raise difficult questions as to textbook organization and class 
presentation. To take account of these changes, new chapters have 
been added in textbooks and syllabi with resulting confusion to stu- 
dents, who sometimes learn in final chapters that the description pro- 
vided in early chapters no longer applies. It is the merit of the present 
volume that the usual chronological outline has been abandoned, recent 
legislation and administrative practices being subsumed under appro- 
priate chapter headings. The author does, however, in later chapters 
(xv and xvi) give a brief account of the historical development of 
American banking institutions. 

Brushing aside monetary and banking history, and likewise ques- 
tions relating to the monetary standard and the value of money, the 
author describes and analyzes the banking process in the endeavor, 
as he states, “to give the student . . . . an intelligent approach to the 
customer-banker relationship” and provide a “background for more 
advanced study of .... modern central banking and monetary 
theory.”” The early chapters consider commercial bank deposits and 
reserves, check collection, bank assets, and the general factors govern- 
ing the volume of bank credit. After a brief historical interlude, the 
author devotes two chapters to the Federal Reserve System, including 
a brief résumé of post-war credit policy. The subsequent chapters deal 
with an assortment of topics: foreign banking, foreign exchange, trust 
companies, banking concentration, bank failures, agricultural credit, 
and money market middlemen. Despite the unqualified title of the 
volume, the author makes no analysis of investment banking ma- 
chinery with the exception of certain fragments; he devotes a special 
chapter, however, to trust departments which are not banks at all in 
terms of his early account. 
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The reviewer is entirely sympathetic with the importance of pre- 
senting a careful analysis of commercial and central banking as a pre- 
lude to consideration of problems relating to the value of money, the 
foreign exchanges, and monetary management in the larger sense. It 
is, nonetheless, difficult to deal with commercial and central banking 
in vacuo as the author seeks to do in this volume. Difficulties in this 
connection no doubt account largely for the inadequacies of the 
chapters dealing with the determinants of the volume of bank credit 
(chap. xiv) and foreign exchange rates (chap. xxi), and of the sections 
which consider the concept of “forced savings” (pp. 5-6, 194-99) 
without the aid of price-level analysis. 

Mr. Thomas is troubled by the liquidity problem as it bears on 
sound commercial banking and central bank eligibility requirements, 
and he devotes considerable space to the analysis of bank assets and the 
self-liquidation principle. Though he states that collateral loans on 
stocks and bonds may be just as liquid as trade loans, he believes that 
“outright investments in securities other than high-grade short-term 
bonds do not provide liquidity without danger of serious losses due to 
changing market values” (pp. 168-69), and similar dangers exist in 
connection with real estate loans. And he argues that “the liquidity of 
the Federal Reserve System is more adequately provided for in the 
unwritten rule that members are not to remain in debt permanently 
than in the rules of eligibility” (p. 255). He seems to be hopeful, how- 
ever, that commercial bankers will again shift emphasis to the short- 
term loan market despite the encouragement they have received in 
recent years to move in the opposite direction. 

The clarity of style and the up-to-date treatment of recent banking 
changes commend the volume for class use if it can be correlated with 
other materials. The writer fails, however, to provide chapter bibliog- 
raphies to guide the student to further reading. 

LEONARD L. WATKINS 


University of Michigan 


The Canadian Banking System. By James Ho.tapay. Cambridge: 
Bankers Publishing Co., 1938. Pp. xv+291. $5.00. 


The scope of this book may be indicated by listing the main chapter 
headings, which are as follows: “The Currency System,” “Dominion 
Notes,” “Bank Notes,” “Incorporation of Banks,” “Internal Organi- 
zation,” “Concentration in Banking,” “Deposits,” “Transfer of 
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Funds,” “Loan Procedure,” “Canadian Bankers’ Association,” 
“Government Supervision,” ‘Bank of Canada,” “Savings Banks, etc.” 
and “A Comparison of Branch and Unit Banking.” In addition, there 
is a bibliography, which could be made more detailed and thus more use- 
ful, and an index. It is quite evident that the book is factual rather than 
analytical and that it comes close to that general classification of 
“practical banking” books. It is probably of lesser interest to the 
economist than to the banker. 

There are a number of points about which one might raise a query, 
but one or two will suffice. One gains the impression that, in general, 
the commercial banker’s viewpoint predominates. This is not ob- 
jectionable on certain aspects of banking practice, but Canadian 
bankers, for all their competence in banking practice, have not been 
outstanding in the broader aspects of banking discussion. Therefore, to 
accept their explanation, plus that of the head of a former government, 
for some of the monetary events of 1928-30—particularly gold exports, 
etc.—seems to be insufficiently critical. On page 201 it is stated that 
“the banks, therefore, did not withdraw gold to export for a profit.” 
This strikes one as remarkable because it was precisely the profitability 
of exporting gold that made the gold standard operate and on which 
it depended! Again in the chapter dealing with the Bank of Canada 
it is stated: “That such an institution [central bank] was authorized in 
1934 is no reflection on the banks .... but is, instead, the result of 
forces over which they had no control.” Surely it is only bankers 
(possibly Canadian bankers) who believe that the establishment of a 
central bank implies some reflection on the banking community. 
Again it may be repeated that bankers’ opinions should be given 
weight, but they should not overawe one’s critical faculty. 

It is obviously unfair to criticize a book for what it does not purport 
to do, but one cannot help but deplore the absence of a critical analysis 
of the Canadian currency and banking system. The last seven years 
have been important ones in Canadian monetary and banking fields 
and have seen an interest in and discussion of these matters probably 
never equaled before. Therefore, it does seem a matter of regret that 
a new book on such subjects should not bring this development—at 
times a controversy—into clear light. 

C. A. Curtis 


Queen’s University 
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La Crise de la monnaie Anglaise (1931). 2d ed. By S. J. Catrroris. 
Paris: Librairie du Recueil Sirey, 1934. Pp. 210. Fr. 30. 


This study is another example of “Hamlet without the Danish 
prince,” i.e., of an analysis of British devaluation without reference to 
the essential factor, namely, the post-war policies pursued by the 
London banks and acceptance houses. It was the reckless extension of 
credit by these institutions, encouraged by British authorities as well 
as by American and German financiers, which permitted the building- 
up of an international “house of cards” of fictitious values and claims. 
When it broke, threatening to bury the creditor banks under the ruins, 
the Bank of England stepped in. Not a hint of this chain of events is 
to be found in the present study. The historical presentation of the 
devaluation act itself does not display more insight into the under- 
lying motives and procedures than the readily available commentaries 
offered at that time, and textbook literature has repeated since. 

The author believes that the pound depreciation was unavoidable, 
but deals with this question in a dogmatic rather than argumentative 
way. The causal explanation which he presents belongs to the eclectic 
type, accepting, one after the other, each of several theories current in 
French universities (especially those of André Siegfried). He admits 
that the 1925 return to gold did not mean an “overvaluation” of the 
pound at that time, but argues that an overvaluation had to appear 
later; the authorities have overlooked the future course of prices 
abroad and the future rigidity of costs at home (p. 74). More intelli- 
gent explanations offered are those with reference to insufficiency of the 
gold reserves of the Bank of England, undue overstraining of the gold 
exchange standard, and overindebtedness of the city along short-term 
lines. The discussion falls short of exhausting or even of co-ordinating 
the rich material, but it is sufficient to provide the framework for a 
vivid and well-documented presentation of the financial post-war era 
in Britain and of its economic backgrounds. Its outstanding result 
is an indictment of the country’s monetary management (pp. 100-110) 
which was aware of the short-term foreign debt overhanging the money 
market but did not do more than occasional maneuvering to postpone 
the “evil day”—until 1931. 

MELCHIOR PALYI 
University of Chicago 
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Victorian Critics of Democracy: Carlyle, Ruskin, Arnold, Stephen, 
Maine, Lecky. By BENJAMIN Evans Lippincott. Minneapolis: 
University of Minnesota Press, 1938. Pp. viiit+-276. $3.75. 
Dedicated to Harold Laski, these studies in political and social 

philosophy are concerned with what the author believes “are as a 

group perhaps the most vigorous and distinguished critics of democracy 

in modern times.” The well-written literary and biographical sketches 
scarcely bear out such a statement. Here are a number of writers, 
some highly academic, who, in the English essay tradition, restated 
views that had been more deeply and significantly expressed else- 
where. The author, who displays a fine quality of scholarship through- 
out, never states his own views explicitly. Hence, the meaning of even 
so central a term as “democracy” remains rather vague and changes 
from one author to another in accordance with his use of the word. The 
claim to universal interest and distinction is, evidently, much greater 
in the case of Carlyle, Ruskin, and Arnold than the other and more 
academic figures. Mr. Lippincott contrasts them, as the prophets, 
with the intellectuals. Throughout the body of the book all the writers 
are seen in sound perspective, and they emerge from these pages as 
men with distinct social views. They share an English middle-class 
background. That includes “‘puritanism” in the loose mid-nineteenth- 
century sense. The influence of Carlyle seems to extend throughout 
the group to such an extent that one feels almost tempted to speak of 

“Carlyle and the Carlyleans.” 

These writers are significant not only for what they represented in 
England in their day but also for the relation their ideas bear to con- 
temporary movements, for all of them are exponents of authoritarian 
views. With the exception of Arnold, they were convinced that the 
coming of democracy must mean disintegration. But while Carlyle 
and Ruskin wished to see capitalism as well as democracy combated 
by the exceptional few—the familiar romantic remedy—Stephen, 
Maine, and Lecky looked for authority to maintain capitalism as well 
as to cope with democracy. Lippincott proposes to trace this stand, 
at least in part, to puritanism. “Force has always attracted the puritan 
mind as an effective weapon for stamping out sin; when God is a 
stern judge enforcing justice, coercion appears to be the most direct 
and tangible method of fulfilling the Law against the disobedient.” 
Without entering into the doubtful theology of these statements, it 
may be remarked that other writers, like Borgeaud, have developed the 
opposite theme of the kinship between puritanism and democracy. 
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Speaking generally, the increasing inclination to assign the role of 
final cause in social typology and structure to religion cannot boast 
of a very secure foundation in established fact. What the author calls 
“the puritan conception of the depravity of human nature” is a much 
more widely held view. It seems somehow to be a part of any intense 
human ideal and hence of all ethical religions. Lippincott feels that 
the view his authors held of human nature and the common man must 
in its essentials be rejected. There can be no quarrel with that conten- 
tion, or with the other, that these intellectuals were mistaken in hold- 
ing that “the common man monopolized the defects of human nature.” 
It confirms us in the view that in a period stirring with really profound 
ideas, these well-fed representatives of a rather effectively insulated 
group of intellectual exponents of the ruling class in the British Empire 
proved as harmless as they were ineffectual. It is, nevertheless, a good 
thing to have brought together the thought of these English middle- 
class folk. To have woven their ideas into so coherent a pattern is a 
real achievement. 
CARL JOACHIM FRIEDRICH 
Harvard University 


Thomas Willing: And the First American Financial System. By 
Burton ALVA KonkKLE. Philadelphia: University of Pennsylvania 
Press, 1937. Pp. xii+237. $3.00. 


The history of the nontechnica] aspects of money and banking dur- 
ing the early years of the United States has received abundant at- 
tention. In addition to the general narratives of Bolles and Dewey, 
there are the equally familiar special studies of Sumner, The Financier 
and the Finances of the American Revolution, and of Lewis, History of 
the Bank of North America. The contributions of Alexander Hamilton 
have been covered from every point of view in general accounts, in 
biographies, and in numerous special studies. But hitherto there has 
been no biography of Thomas Willing, president of the Bank of North 
America, and later of the First Bank of the United States. Dr. Konkle 
has filled this gap and, in doing so, has given Willing all the credit 
which he deserved. In fact, he has done considerably more; he elevates 
Willing to a level of influence and leadership considerably higher than 
anything warranted by the evidence submitted. 

For example, Dr. Konkle attributes the salvation of Washington’s 
army and the ultimate success of the American cause first to the Penn- 
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sylvania Bank and next to the Bank of North America: “It was 
Thomas Willing and his friends who launched the embryo bank to 
supply Washington’s army after the fall of Charleston, won the Revo- 
lution, and laid the foundations of the republic’s first financial system.” 
And again: “To the Pennsylvania Bank, it should be remembered, our 
republic owes its existence, more than to any other instrument—even 
Washington or the Bank of North America which followed it.” And 
the Bank of North America “saved their country,” a statement re- 
peated twice on one page. If these two financial institutions did make 
such an important contribution to the welfare of America, as alleged 
by the author, it would seem that he should furnish at least a minimum 
of evidence to this effect, but all he does is to repeat the unsupported 
statement again and again, always on his own authority. 

Dr. Konkle departs widely from the conclusions of both Sumner and 
Oberholtzer; they attribute the work of supplying Washington’s army 
for the Yorktown campaign to Robert Morris, and they give detailed, 
firsthand evidence in support of their statements. Without proof to 
the contrary, these conclusions still carry more veight than the un- 
supported assertions of this new volume. As for the Pennsylvania 
Bank, Robert Morris’ own characterization of it was considerably less 
imposing than Konkle’s. Morris wrote that it was “in fact nothing 
more than a patriotic subscription of continental money .. . . for the 
purpose of purchasing provisions for a starving army.” 

The author’s tendency to attribute so much significance to the 
efforts of one man illustrates the obvious dangers of oversimplification. 
The American Revolution was such an exceedingly complex movement 
that there is no single formula which will explain its successful outcome. 
But the reader of this volume will find it difficult to avoid the con- 
clusion that Willing did it all. Willing is always first, and his contri- 
butions stand supreme. It was Willing who forced the repeal of the 
Stamp Act. Willing and the Bank of North America so impressed Lord 
North that the British government was “persuaded to turn to peace.” 
Willing won the war. 

The volume deals with the other varied activities of Willing’s long 
life, with due attention to his services as mayor of Philadelphia and as 
representative in both the local legislature and the Continental Con- 
gress. Dr. Konkle is obviously regretful that Willing did not sign the 
Declaration of Independence; in fact, he suggests that Willing may 
even have done so, in spite of evidence to the contrary. It is unfortu- 
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nate that the author’s exaggerated emphasis on Willing’s services tends 
to conceal their actual value. 
RaLpH VOLNEY HARLOW 


Syracuse University 


Labor in Canadian-A merican Relations. Edited by H. A. Innis. “The 
History of Labor Interaction,” by Norman J. Ware; “Labor 
Costs and Labor Standards,” by H. A. Locan. Prepared under the 
direction of the Division of Economics and History, Carnegie En- 
dowment for International Peace. Toronto: Ryerson Press, (New 
Haven: Yale University Press), 1937. Pp. xxxviiit+-212. $3.75. 


This book consists of two parts: “The History of Labor Inter- 
action,” by Professor Ware, and “Labor Costs and Labor Standards,” 
with an appendix, twenty tables, and thirty charts, by Professor 
Logan. Professor Innis contributes the Introduction. 

Professor Ware’s six chapters are a useful summary. The most in- 
teresting parts are those dealing with the Winnipeg strike (pp. 32-37), 
the All-Canadian Congress of Labour (pp. 37-42), and the Oshawa 
strike (pp. 64-70). The treatment of the Catholic unions is dispro- 
portionately brief. Of the very important Montreal garment and 
Dominion Textile strikes of 1937 and the Quebec government’s atti- 
tude toward the C.1.0., there is no mention. Space could have been 
found by saying less about the defunct Workers’ Unity League and by 
shortening Professor Innis’ long, tedious, and superfluous introduction. 

Professor Ware does not explain what he means by “the slight con- 
centration of industry” in Canada (p. 7), and he exaggerates the “pre- 
dominantly agricultural” character of Canada (p. 7) and of Quebec 
(p. 42). Only about 31 per cent of Canadians live on farms; almost 42 
per cent (Quebec 47.2) live in towns or cities of 5,000 or over, as com- 
pared with 52.3 per cent in the United States. It is worth pointing out 
also that the R.C.M.P. are not “troops” (pp. 67, 70), that the Cana- 
dian Brotherhood of Railway Employees, strongest unit in the All- 
Canadian Congress of Labour, was one of the founders of the C.C.F. 
(p. 40), that one section of the International Ladies Garment Workers 
Union had a contract made binding under the Quebec law as early as 
1935 (p. 44; see Labour Gazette |October, 1937], p. 1157), that the 
figure 11,000 (p. 4: increase of native Canadians in the United States, 
1900-1910) is only about half that shown by the Statistical Ab- 
stract of the U.S., that only one of the eight communists convicted 





45° BOOK REVIEWS 


in 1931 was deported (not seven) (p. 48), and that the “document” 
referred to as “Reconstruction: A Plan for Canada” (p. 55) was a book 
called Social Planning for Canada. 

Professor Logan’s ten chapters are a most careful and thorough 
statistical study, an invaluable contribution to our knowledge of the 
subject. He deals particularly with labor costs in boots and shoes, 
cane-sugar refining, agricultural implements, and motor cars and with 
costs of living in cities where these industries are specially important. 
He is rightly cautious about drawing conclusions from necessarily 
incomplete data, but certain things seem clear. First, the spread be- 
tween American and Canadian wages is getting narrower (Charts I, 
VI, IX, XIII, XVII). Second, costs of “equal living” in the two 
countries since the war have been approximately the same (p. 177). 
Food is cheaper in Canada, and the spread is widening (p. 156); fuel 
and light together are cheaper in the United States (p. 160); rents are 
much higher in Canada, and the spread is increasing (p. 162); clothing 
is cheaper in the United States, though to a lessening degree (p. 169); 
miscellaneous goods are dearer in Canada (pp. 170-74). Third, the 
gap between the American and Canadian standards of living is narrow- 
ing (pp. 178-79). Fourth, labor costs seem to be of primary importance 
in the international location and devclopment of only one of the 
special industries studied (p. 204). 

There is a considerable number of misprints, of which the worst are 
the wrong pagination of all the tables and charts in the Table of 
Contents, and the interchange of text and footnote on page 180. 


EUGENE FOoRSEY 
McGill University 


La Conception nationalsocialiste du sens de la vie et du monde (Weltan- 
schauung): son réle—ce qu'elle travaille 4 detruire. By H. MAn- 
KIEWIcz. Tome I of Le Nationalsocialisme allemand: ses doctrines 
et leurs réalisations. Paris: Librairie générale de droit & de juris- 
prudence, 1937. Pp. xxiv-+248. Fr. 45. 

With this volume the Institute of Comparative Law of the Uni- 
versity of Lyon has inaugurated a series of studies of the Third Reich. 
The number of subsequent volumes has not yet been determined, but 
M. Edouard Lambert, director of the institute, suggests in his Preface 
that the series will cover the various branches of law and the principal 
phases of totalitarian control of economic and social life in contem- 
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porary Germany. The first volume is appropriately devoted to the 
ideology of National Socialism. If the series maintains the high 
standards of scholarship represented in the work of M. Mankiewicz, 
it will constitute an invaluable addition to the literature dealing with 
German fascism. 

This admirably documented monograph is a model of erudition. 
As a formal description and analysis of the theory of Hitlerism it is 
the most complete work of its kind which has come to the reviewer’s 
attention. M. Mankiewicz deals successively with the concept of 
Weltanschauung, the Nazi repudiation of the ideology of the French 
Revolution, and the Nazi critique of the liberal state and of bourgeois 
society. This approach emphasizes the negative rather than the posi- 
tive aspects of National Socialist theory, but this defect (which may 
possibly be remedied in the second volume) is scarcely a serious one 
in view of the circumstance that this ideology had its genesis in re- 
action against liberalism and Marxism. Its affirmations are reflections 
of its denials. Its philosophy of the “heroic”’ state and of “totalitarian” 
society, both of which are here set forth in full, are products of its 
rejection of the parliamentary state and of the pluralistic social order 
of democracy. Two important aspects of the ideology, however, are 
somewhat neglected. M. Mankiewicz does not develop adequately 
the role of anti-Semitism in the rise of the Aryan and Nordic myths. 
Despite his highly suggestive chapter on the économisation of politics 
and the politisation of economics, he does not place the economic 
doctrines of National Socialism in their historic setting. Neither does 
he present them as rationalizations, on the one hand, of the anti- 
capitalistic and antiproletarian sentiments of the impoverished 
Kleinbiirgertum and, on the other, of the interests of the agrarian and 
industrial monopolists who placed German fascism in power. 

These deficiencies flow from the author’s preoccupation with the 
content of doctrine and from his disposition to ignore the social and 
psychological roots of the Nazi ideology. “Son caractére de concurrent 
de la religion permet de saisir la différence entre la Weltanschauung et 
un systéme philosophique rationaliste. La Weltanschauung a, en 
effet, une base nettement non-rationaliste.”” This accurate characteri- 
zation renders it all the more imperative to explore the psychology and 
the social pathology of the Nazi movement as a means of compre- 
hending its symbols and dogmas. But this is not the task which M. 
Mankiewicz set for himself. Like most historians of political and social 
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theory, he has chosen the easier if no less necessary task of description. 
This task he has performed with brilliance and distinction. 


FREDERICK L. SCHUMAN 
Williams College 


Financial Development of the United States. By WiLt1AM J. SuHuttz 
and M. R. Carne. New York: Prentice-Hall, Inc., 1937. Pp. 
Xxviii+757. $5.00. 

The Introduction to this book says that it places ‘“‘the widest possi- 
ble interpretation” upon the term “finance,” making it “cover all 
factors involved in transactions in values—for the United States, all 
factors affecting the dollar sign.” Actually it surveys chronologically 
the development of federal and state finances, the currency system, 
commercial, investment, and agricultural banking, and international 
financial relations in what is now the United States of America from 
the middle of the seventeenth century until 1936. These three hundred 
years are divided into twenty-one periods beginning with “Colonial 
Finance—the Seventeenth Century” and ending with “Finances of 
Recovery, 1933-1936.” There is one chapter on Confederate finances. 

In the main the book is simply a narration of events classified 
topically within the chronological periods. There is very little interpre- 
tation and almost no critical analysis. The Hawley-Smoot Tariff is 
given two-thirds of a page from which we learn that “higher rates were 
imposed on sugar, wheat, cotton, and meat products. Tied with these 
was a broad increase of industrial duties.” It is also asserted that 
“foreign tariff retaliation cut American exports for the year October, 
1930, to October, 1931, by more than $300,000,000 over and above the 
depression-induced decline,” but the method of calculation is not 
revealed. 

The new coinage ratio adopted in 1834 is explained by saying: 
“Congress had intended to bring the country back to a bimetallic 
currency basis. Its calculations proved erroneous. Just as the earlier 
ratio had overvalued silver, so the new ratio overvalued gold.” The 
close relation between the coinage legislation and the bank contro- 
versy is not even mentioned. It is only fair, however, to point out 
that the authors do avoid the common error of asserting that as a 
result of the new ratio gold quickly drove out silver which ceased to 
circulate, etc. On this point they are much better aware of the actual 
facts than most writers who have dealt with the subject. 
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The reviewer wonders whether the authors are quite fair to Pro- 
fessor Rogers when they attribute to him the belief that “the general 
price level can be controlled by manipulating the gold content of the 
dollar” and the theory that “the American price level would rise in 
proportion to this reduction of the gold equivalent of a dollar” (p. 
678). Professor Rogers’ failure to dissociate himself from those who 
did hold such beliefs probably results in an injustice being done him 
in this matter. 

Seventy tables and twenty-three charis contribute much to the 
factual exposition. Thirty-nine drawings and cartoons enliven the 
book and help offset the deficiencies in interpretation and critical 
analysis. Twenty-five pages of “Suggested Readings” should be useful 
to teachers and students. There is an eleven-page index, which omits, 
however, the names of at least two persons mentioned in the text. 


Paut M. O’LEaRY 
Cornell University 
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